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Everyone dreams of a happy, healthy

life and a secure future.

As you journey through life’s major
events; your first child, the home
you always wanted, your children’s
. . ¥
graduation, your retirement, we're
here to help you every step along

the way.

Central Virginia Bank... ensuring

your dreams become reality.
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Cenrral Virginia Bankshares, Inc. (the
“Company™) was incorporared in 1986 to
serve as the holding company for Central
Virginia Bank (the “Bank™). The Bank was
incorporated in 1972 under the laws of
Virginia and opened for business on
September 17, 1973, Its primary service arcas
are Powhatan and Cumberland Counties,
eastern Goochland County and western
Chesterfield and western Henrico Counties.
In June 2003, the original main office ac Flat
Rock in Powharan County was closed and
relocated nine-tenths of a mile east, w the new
main oftice building. Flat Rock i3 the com-
mercial hub of Powharian County. The Bank's
other branch offices are located in the Village
Marketplace Shopping Center in the Village
of Midlodhian, the Market Square Shopping
Center in Brandermill and the Shoppes at
Bellgrade, all in Chesterfield County, in
Cumberland County on U.S. Route 60 near
the County Courthouse :nd in Cartersville,
and in Wellesley in the Short Pumg area of
western Henrico County.

The Bank engages in general community
and commercial banking business, targeting
the banking needs of individuals and small
to medium sized businesses in its primary
service aren, The Bank offers all craditional
Loan and depasic hanking services as well as
newer servi uch as internct banking
and online bill pay.

The Bank encounters strong competition
for its banking ces within its primary
service area from other community banks and
larger banks in the Richmond metropelitan
area. The success of the Bank in the past
and its plans for success in the future is
dependent upon providing superior customer
service and convenience, The Bank will
continue to focus its lending within its
primary service area.

The company is subject tr regulation
by ] wd of Governors of the Federal
Reserve System. The Bank is supervised and
regularly examined by the Federal Reserve
Board and the Bureau of Financial Institutions

of the Commonwealth of Virginia Stare

Corporation Commission. The Bank is also

suhject to Federal Deposit Insurance
Corporation deposit insurance assessnents.
The Company and the Bank have 107

full-time and 22 part-time employees.
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FINANCIAL HIGHLIGHTS

For the Years Ended December 31, 2007 2006 2005 2004 2003
‘ (Dollars in theusands, except per shave data)
At Year End
Total Assets $485,221 $437,535 $397,373 $379,431 $365,990
‘ Deposits 358,761 357,993 322,229 309,947 300,720
Loans Receivable, net 262,937 205,618 194,641 177,234 156,050
Stockholders’ Equity 36,864 37,086 32,909 31,381 28,343
Net Income 3,989 5,150 4,955 4,389 3914
Ratios
"Return on Average Assets B87% 1.26% 1.26% 1.19% 1.22%

- Return on Average Equity  10.60% 15.10% 15.26% 14.88% 14.66%

Pc‘r Share Datatl

Net Income $1.64 $2.14 $2.08 $1.86 $1.70
Cash Dividends T2 71 625 0.58 0.51
r Book Value Per Share 15.06 15.33 13.71 13.21 12.16

1 Adjusted for 5% stock dividend paid in June 2006

ASSETS NET INCOME BOOK VALUE
' (§ millions) . ($ thousands) PER SHARE
;9' (S per share) 50
5,150 |5‘j} ¥
- -
4£ ;‘95'5
lj,T1
w1 ¢ 295 il g
o~ W 1
I - -
6
o8 14 lz.l
“’ 38 -

q_n_’_
Koy
X
"

4
=
q_/_?/_
AT
47
o
//1
g
N o —
Ry
&
o,

&




What an interesting year! It began rel-
atively strong but by the end of the
first quarrer, we knew 2007 was going to put
our abilities as bankers to the rest. The slow-
down in the housing sector inevitability
reached our central Virginia market. The
good news is the housing sector slump in our
market wasn't nearly as acute as it was in
many other areas of our nation. Cur team of
Officers and staff tackled this challenge,
and in the final analysis, while we didn't
earn as much as we wanted, we stilt made
almost $4 million in net income, and grew the
bank by 10.9 percent or $47.7 million ending
the year at just over $485 million in asses.

Net income for the year was $3,988,711
a decrease of $1,161,291 or 22.6 percent as compared to $5,150,002 in 2006,
However, our prior year's net income included a non-recurring $757,416
pre tax ($499,895 after tax) gain, resuling largely from the sale of the bank’s
{ormer main office building in June 2006, Adjusting the prior year to exclude
this non-recurring item, results in comparable net income of $4,65C,107
making the decline $661,396 or 14.2 percent. Year to date 2007 dilured
eamnings per share was $1.62 versus the prior year’s reported $2.11. However,
after adjustment for the nonrecurring gains. the 2006 diluted eamings per
share would be $1.90, making the decline 14.7 percent. The return on assets
for the year 2007 was 0.87 percent compared to the reported 1.26 percent
and adjusted 1.13 percent in 2006. The 2007 recurn on shareholders equiry
was 10.60 percent compared to the reported 15.10 percent and adjusted 13.64
percent. At year-end 2007, the book value of a share of common stock
was $15.06, compared to $15.33 at year end 2006. Our roral shareholders’
equity was $36.9 million compared to $37.1 million ar the end of last year.
The Company’s capiral position still remains very strong with an average
capiral to assets ratio of 8. [8 percent, down slightly compared to last year's
8.32 percent. However, from a regulatory perspective, our tier 1 risk-based
capiral rario was 12.7 percent versus a 6 percent regulatory requirement
to be considered well capitalized, while our rotal risk-based ratio was 13.5
percent, versus the regulacory well capitalized minimum of 10 percent.

As previously mentioned, last year the Company grew by almost 11
percent. At December 31, 2007 rocal assets were $485.2 million; growth
of $47.7 million or 10.9 percent from $437.5 million at year end 2006.
The major changes that occurred to the various components of the
company’s balance sheer between year end 2007 and 2006 respectively
were: (1) cash and federal funds sold, down $29.4 million - $10.4 vs.
$39.8 million; (2) investment secarities, up $12.1 million- $177.6 vs.
$165.5 million; (3) loans held for sale, up $2.3 million - $2.5 millicn vs.
$0.2 million; (4) total loans, up $37.3 milfion - $265.9 million vs. $208.6
million; (5) other assets up $5.5 million - $31.9 million vs. $26.4 million;
(6) total deposits, up $0.8 million - $358.8 million vs. $358.0 million;
(7} borrowings, up $46.5 milkion - $86.7 million vs. $40.2 million;
(8) total shareholders equity, down by $0.2 million - $36.9 vs. $37.1 million.
Maintaining reasonable growth rates, while maintaining profitability, are
critical components of our strategic plan. We have been focused over the
past year on loan and deposit growth. Qur mix of earning assets, loans
anl investment securities, which together produce almost all of our

Ralph Larry Lyons and James T. Napier

LETTER TO SHAREHOLDERS

Central Virginia Bankshares, Inc.

interest income, must be funded by either
deposits or borrowings which have a cost.
The amount of interest income over and
above interest expense is our net inrerest
income, and this is the most impartant
component of our overall profitability. We
have experienced solid deposit growth
over the past several years; however, much
of that growth has been in certificates of
deposit, the most expensive of our deposits.
In 2007 deposit growth was good unuil
the fourth quarter when interest rates
began to decline. During that quarter, we
actually lost deposits, bringing the year
over year growth to less than $1 million.
As a result of the falling interest rate
environment, we experienced what is known as net inrerest margin
compression. This is simply where our interest income does not grow as
much as interest expense and the margin (or difference between the two)
remains static or shrinks. This condition can be caused by a number of
factors; (1)  large percentage of our loan portfolio is interest rate sensitive,
being tied to the Wall Street Journal prime rate or another index such as
the constant maturity yield on various U.S. Treasury securities; {2} many
of our investment securities are government agency bonds that are
callable. During a period of flat followed by falling interest rates, the
interest income will decline. However, when you have a large percentage
of your deposics, funding earning assets, with interest rates thar do not
fall to the same extent as market rates, then your net interest margin
will shrink. Qur net interest margin was $14.8 million for 2007 compared
to $15.1 million for 2006. Although, when the opposite market trend
occurs, and interest rates rise, the reverse will be true. Interest income
will increase faster than interest expense and the net interest margin
will increase. Nowwithstanding the nonrecurring 2006 pre- tax sales gain
of $757,416, the decline in net income in 2007 was principally due o
three factors: net interest margin compression, the resumption of a
provision for loan loss expense, and growth in non-interest expenses.
QOur outlook for central Virginia's local economy remains cautiously
optimistic. While we don’t see overwhelming indications of a significant
recession, we definitely recognize we are in the midst of a economic
slowdown. We continue to experience very keen competition for both
loans and deposits in our local market. As we move forward into 2008, the
challenge will be to oprimize our yield on earning assets and to control,
to the extent possible, our costs of funding those assets. The current falling
rate environment places additional stress on earnings due te margin
compression. The housing sector slow down, coupled with the “sub-prime”
mortgage situation, has had a negative impact on virtually all financial
companies. Most community banks like CVB have been adversely affected
with respect to their stock price. Despite the fact that Central Virginia
Bank does not have “sub-prime” morgages in our loan pordolio, nor do we
have any such “sub-prime” mortgage backed securities, the reality is “all
boats rise and fall on the same tide” thus all banks suffer to some extent.
The predominant fact that shareholders must keep in mind is that Central
Virginia Bank is a fundamentally sound financial institution. For a short
period of time, our earnings may be sub-optimal; however, we are still




Central Virginia Bankshares, Inc.

recording reasonable profits, and pay-
ing dividends. We believe our stock
price will return 1o levels more in line
with recent hiscorical prices as the
markets return to normality, and
investor confidence is restored.
Histarically, business cycles have ups
and downs. Central Virginia Bank has
been in business since 1973, has sur-
vived several down cycles, and will
survive this one as well. We applaud
the recent actions of the Federal
Reserve in restoring liquidity to the
markets and bolstering confidence in the midst of whar could have been
a significant financial crisis. We feel confident the Fed will také whatever
action is necessary to maintain the integrity of the LLS. financial markets.

Over the past two years, we've invested in our future by hiring
additional lending and business development personnel. Now, with growth
in loans of over 27 percent, you can clearly see the return on that
investment. Throughout 2007 we continued the aggressive marketing
and advertising program, and we will maintain the same course in 2008.
Our new marketing slogan and image "My Dream, My Bank" has been
a great success. We recently introduced our newest deposit product
“Dream Checking” an interest checking account that pays a high interest
rare and refunds ATM fees when cerrain monthly requirements are met.
We anticipate this account will give us a competitive advantage and the
ability to attract new core deposit customers. The cover of this annual
repore depicts how Central Virginia Bank can assist you throughou life’s
major milestone events, leading to everyone's dream of a happy, healthy,
and secure future. We all have dreams throughout life's journéy and
along rhe way, CVB can help transform those dreams into realiry.

As previously mentioned, despite the economic slowdown, we con-
tinued ko grow the bank attaining over $485 million in total assets by the
end of 2007. At vear end, loans totaled $268 million while investment
securities totaled $178 million, together they total $446 million and
comprise our earning assets. This means that 92 percent of our $485
million in assets are generating income. We have kept a consistent focus
on obaining new commercial loan business, and that growth has been
fairly steady throughout the year. Qur emphasis in 2007 was to grow
both loans and deposits, as deposits provide much of the funding for
earning assets. The decline in our deposits in the fourth quarter was
anticipated as we lowered our CD rates in response to the lower rate
environment. The bank’s deposit base, comprised of demand deposits,
interest checking accounts, savings, money market accounts and certifi-
cates of deposit over the past two years, has funded the growth of our
earning assets. Now however, we have found it to be financially advan-
tageous 1o rely to a greater extent on wholesale borrowings than retail
deposits. Wholesale funding tends to be much easier to obtain, more
reliable, and quite often cheaper than retail deposits. Since retiil deposits
are, for our purposes, functionally similar to ather forms of borrowing,
there is not a significanr difference between retail deposits and wholesale
borrowings in so far as funding sources for earning assets are concerned.
Management will emphasize one or the other, depending on the costs of
each and its outlook as to the future direction of interest rates.

1
F. William Kidd, Charles F. Cadeut, Ui, Leslie S. Cundiff

Given this strategy, our bor-
rowings at year end 2007
totaled $86.7 million compared
to $40.2 million at year end
2006. Most of this increase

is by design, in short term
overnight borrowings or
repurchase agreements, where
the interest cost will decline
as overall market rates decline.
This tactic helps us maximize
our net interest income.

Qur tax equivalent net
inrerest income was $15.5 million in 2007, compared 1o $15.8 million in
2006. Average earning assets for the year were $430.2 million, an increase
of $47.6 million or 12.4 percent over 2006's average of $382.6 million.
Securities purchased for investment purposes and ovemnight funds sold for
the year averaged $197.1 million, an increase of $22.8 million or 13.1
percent as compared to $174.3 million in the prior year. Average loans for
the year were $233.0 million, growth of $24.7 million ar 11.9 percent over
the 2006 average of $208.3 million. Total deposits averaged $370.1 millicn,
an increase of [1.7 percent or $38.7 million over the 2006 average of $331.4
million. Total borrowings averaged $49.7 million in 2007, an increase of
$7.4 million or 17.5 percent from the 2006 average of $42.3 million.

In 2007, the tax-equivalent yield on interest-eamning assets increased
by 4 basis points to 7.28 percent from 7.24 percent in 2006, while the
yield on interest-bearing liabilities increased by 57 basis points to 4.20
percent from 3.63 percent in 2006, Of the components of earning assets,
investment securities yiclded 6.01 percent, an increase of | basis point
from 6.00 percent in 2006, while loans yielded 8.38 percent, up 8 basis
points from 8.30 percent in the prior year. Of the interest bearing liabilities,
the yield on deposits for 2007 was 4.10 percent, up by 66 basis points
from 3.44 percent in 2006, and the yield on bortowings was 4.85 percent
down by 3 basis points from 4.88 percent in the prior year. The Company's
tax equivalent net interest margin was 3.60 percent in 2007, compared
to 4.13 percent during 2006.

Asset quality remains one of our priorities, considering the condition
of the real estate market and the overall economic slowdown. Non-
performing assets include non-accrual loans, loans past due over ninety
days, and other real estate obtained through foreclosure (OREQ). At
year end 2007, we experienced a significant increase in total non-
performing assets fargely due to the loans of one customer being placed
in non-accrual, and the increase in ninety day past due loans. At
December 31, 2007 non performing loans were $4.1 million, and there
was no OREQ, compared to $1.0 million and no OREQ at year end
2006. We believe, despite the increase, that any losses related to these
loans will be minimal, as most are well secured with collateral.
Unfortunately, we anticipate that the levels of non-performing assets
will remain significantly above historical levels for the next year or so
until the overall econemic conditions improve. We feel the reserve for
loan losses is adequate, at 1.10 percent of total loans, in view of our
ongoing analysis of the potential for losses within the loan portfolio. In
the future there are likely to be additions to the reserve as Joan growth
continues and/or if non-performing assets increase.



To summarize our Company's
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performance for 2007, the results

were not exactly what we wanted.

Non-interest income for 2007 was $3.54
million compared wich last year's $4.37 million,
adecrease of $0.83 million or 19.1 percent. However,
excluding the $737,416 non-recurring gain on sale
in 2006, the prior year's total would be $3.62
million, a decline of only $76,5538 or 2.1 percent.
We recognize that continued growth in non-
interest income is a critical component of our
Company’s profitability. We have emphasized
expanding our existing sources while continuing
1o identify new sources of non-interest revenue.

Non-interest expense for 2007 rotaled $13.1
million compared to $12.7 million in 2006, an
increase of $0.4 million or 3.15 percent. Salaries
and employee benefits are the largest component
of non-interest expense, and totaled $7.5 million,
an increase of $0.35 million or 4.8 percent from
the $7.1 million in the prior year. There are two other notable categories
of expense, namely, advertising and public relations, which was $431,986,
up over 21 percent from $372,228 in 2006. This reflects our continued
emphasis on marketing and brand recognition. Legal and professional fees,
which totaled $389,498, were up 45.6 percent principally due to
completion of test work required by section 404 of the Sarbanes-Oxley
Act. We feel our goal of expense control was accomplished by the
overall increase of just over three percent in non-interest expense.
Qver the next few years, franchise expansion activity involving new
branch locations will definitely impact expenses. Therefore, we anticipate
our total non-interest expenses will trend higher in future periods than
they have historically averaged.

Where is Central Virginia Bankshares going? Over the next
three to four years, our strategic goals remain prodent growtch, maxi-
mizing profitability, and enhancing sharcholder value. Expansion of
our franchise and our markets will be essential to our success. We
need to continue to introduce new products thar will distinguish us from
our competition. Qur “Dream Checking” account, just introduced in
2008, is a perfect example of such a product. Our “Remote Deposic
Capture” is a product that allows our business customers to process
and post deposits to their account without having to make a trip to
the bank. This should save our business customers valuable time.
Both of these products will allow us to gain new customers while
better serving cur existing customers. We have also introduced
electronic starements which allow our customers the convenience of
receiving their monthly statements over the internet, while saving
paper, postage, and processing for the bank.

Qur focus on franchise expansion, whether accomplished organically
from internal growth or by selective strategic acquisitions, remains
foremost. The expansion of our marketing program, enhancement of
busiress development efforts, and the additional lending personnel have
enabted us to grow our loan portfolio by over 27 percent. We offered
new personal as well as business products and services, and continue to
expand our successful non-deposit investment product sales program.
Several of the new products introduced in the last year have been well-
received. Balances in Health Savings Accounts and Fast-N-Free checking
accounts have grown. Customers appreciate the safety provided by the

However, given the state of the
economy and interest rate envi-
ronment, we feel we did quite
well, in particular when compared
to many of our peers... the pre-
dominant fact that shareholders
must keep in mind, is that Central
Virginia Bank is a fundamentally

sound financial institution.

no-cost identity thefr insurance coverage as well
as the convenience of receiving account-related
text messages on their cell phones. We continue to
keep the Censral Virginia Bank name in front of
our constituents through our business development
efforts and marketing.

To summarize cur Company's performance
for 2007, the results were not exactly what we
wanted. However, given the state of the econo-
my and interest rate environment, we fee! we
did quite well, in particular, when compared to
many of our peer institutions. There is little doubt
that the next two years will be a challenge, but
we believe we are prepared and will continue 10
produce reasonable earnings. Cenrral Virginia
Bank is a very sound and well capitalized
financial institation. Qur earning assets are
solid and we have stable funding.

Qur compound annual growth rates over the past ten years were
12.8 percent for total assets, 8.08 percent for net income, 8.82 petcent
for shareholder’s equity, 11.33 percent for deposits, and 11.58 percent for
loans. Qur 2007 return on assets was 0.87 percent and our return on
equity was 10.60 percent, we earned $1.62 per diluted share, and paid
cash dividends of $0.72 per share. Our stock price at December 31,
2007, was $18.20. Ac that price we are trading at 1.21 times our year
end book value of $15.06 and 11.23 tmes aur last rwelve months earnings.
Both measures compare favorably with other publicly traded banks in
Virginia, and indicares our stock has more price appreciation potential
than many of our peers. We have a generally strong and growing marker,
and a good track record of eamings. Our Board of Directors and manage-
ment team are experienced and capable. We believe all chis bodes well for
the Company's future, and the prospect for both continued dividends w
sharcholders and the appreciation of the market value of our stock. This
is consistent with our mission of building and enhancing shareholder value
through the delivery of quality banking products and services ar a fair
price, enhanced by unparaileled personal service to all our customers.

The end of last year was puncruared by the shock and disbelief of
the untimely death of Mr. Larry D. Whllace one of our newest directors.
“Big Larry” as he was called, was an outstanding addition to our board, and
his contribution was already substantial in just the short time he served.
Qur heartfelt sympathy goes out to his wife, Pat, and family. Larry’s
business acurmen, wisdom, and wit will be sorely missed.

We need to emphasize that it is the officers and staff of Central
Virginia Bank that have made this Company the successful organization
it is. We can not conclude without recognizing the efforts of each and
every member of our team. Our past accomplishments will surely be
surpassed by what we will accomplish in the years thac lie ahead. [n
closing we want o thank all our sharcholders and customers for their
continuing patronage confidence, and trust.

Ja Napier Ralph Larry Lyons
Chaitinan President & CEO
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RESULTS OF OPERATIONS {
Net income for the year ended December 31, 2007 :WBS
$3,988,711 compared to $5,150,002 reported for the year
ended 2006, a decline of $1,161,291 or 22.6%. However,
the 2006 prior year's net income includes a non—reclurring
$757,416 pre tax and $499,895 after tax gain resulting largely
from the sale of the bank’s former main office building in June
2006. Adjusting the prior year to exclude this non r"ecurring
item results in comparable net income of $4,650,107 making
the decline $661,396 or 14.2%. Year to date 2007 diluted
earnings per share was $1.62 versus the prior year’s repotted
$2.11, again however, after adjustment for the nonrecurring
gains, the 2006 diluted earnings per share would be"$1.90,
making the decline 14.7%. The return on assets for the year
2007 was 0.87% compared to the reported 1.26% and
adjusted 1.13% in 2006. The 2007 return on shareh?lders
equity was 10.60% compared to the reported 15.10% and
adjusted 13.64% in 2006. Nowwithstanding the nom:'ecum'ng
pre-tax sales gain of $757,416, the decline in net income is
principally a funcrion of net interest margin comprefssion, the
resumption of a provision for loan loss expense, and growth
in non interest expenses. Given the significant competition
for retail deposits in our markets, coupled with a yiéld curve
that was inverted out to five years, and essentially flat from
five out to thirty years, at the beginning of 2007;/ the
continuarion of a period, that began in June 2006,/of no
interest rate adjustments by the Federal Reserve l:hr’ough
September 2007, whereupon the Federal Reserve b:egan to
cut interest rates through the end of the year. As a result,
the cost of funding asset growth increased more th:nn did
income on earning assets. This is due largely o the
Company’s asset sensitivity, and reliance on higher! cost
retail certificates of deposit and borrowings, couplﬁd with
significant growth in loans versus a slowing of deposit
growth, requiring increased borrowings and combirl:ling o
cause total interest expense to increase more than tlotal inter-

est income. As a result the Company’s net interest income

declined by $258,295 and the net interest margin a:ccordingly

declined from 4.13% for the year 2006, to 3.60% for the year
2007. There was $180,000 in loan loss expense in 2:007 ver-
sus none in the prior year, and there was an increasf: of

'

$481,847 in total non interest expense.
At December 31, 2007 total assets were $485 2 million,
growth of $47.7 million or 10.9% from $437.5 mllllon at

i
year end 2006. The major components of the Corppany’s

I

balance sheet at year end 2007 and 2006 were cash and
funds sold -$10.4 vs. $39.8 million, investment securities
-$177.6 vs. $165.5 million, loans -$265.9 vs. $208.6 million,
other assets -$31.9 vs. $26.4 million, deposits -$358.8 vs.
$358.0 million, borrowings -$86.7 vs. $40.2 million and
total shareholders’ equity -$36.9 vs. $37.1 million. At
December 31, 2007, the book value of a share of common
stock was $15.06 versus $15.33 in 2006.

Net income for the year ended December 31, 2006
increased by $194,834, or 3.9%, ending the year at $5,150,002
compared to $4,955,168 in 2005. The increase was due to a
combination of a nonrecurring pre-tax gain of $757,416
principally from the sale of the Company’s former main
office branch reflected in other income, and an increase in
net interest income, the latter of which increased by $667,396
or 4.6% to $15.1 million versus $14.4 million in 2005 largely
as a result of the increases in interest rates throughout the
year and to a lesser extent, the increase in volume of loans
and investmenr securities. Total interest income increased by
$4.0 million or 17.2% to $27.0 million from $23.0 million in
2003, as the Company’s average interest-earning assets,
primarily loans and investment securities, increased by
$20.3 million, or 5.6% from December 31, 2005. Interest
expense on deposits and borrowings also increased by $3.3
million, or 38.1%, ending the vear at $11.9 million from
$8.6 million in 2005. The increase in interest expense prin-
cipally resulted from increases in interest rates on retail
deposits - primarily certificates of deposit, and wholesale
borrowings, as well as growth in the volume of interest
bearing deposits. The average balances of interest bearing
deposits increased by $10.0 million or 3.6% to average
$286.0 million for the year, versus $275.9 million for the
year 2005. Total other non-interest income totaled $4.4
million, an increase of $1,260,031 or 40.4% versus $3.1
million in 2005. The increase is principally due to $636,296
increase in deposit fees and charges due to a new overdraft
protection program introduced in late fourth quarter 2003,
and a $710,733 non-recurring gain from the sale of the for-
mer main office building in the second quarter 2006. Non-
interest expense increased to $12.7 million an increase of
$1.7 million or 15.5% compared to $11.0 million in 2005.
Of total non-interest expense, salaries and benefics
comprised over 56% and wotaled $7.1 million up by
$863,535 or 13.8% over $6.3 million in 2005. Occupancy

and equipment expenses have increased due to the general



growth of the Bank, and the full year of occupancy expense
associated with the new main office in 2006 versus only six
months in 2005. Advertising and public relations expense
has increased due to the new markering and product
promotion programs begun in 2006 in conjunction with
our emphasis on business development.

Basic earnings per share were $1.64 in 2007 compared
to the reported $2.14 (adjusted $1.93} in 2006 and $2.08 in
2003. Diluted earnings per share were $1.62 in 2007, $2.11
{adjusted $1.90) in 2006, and $2.04 in 2005. All per share
amounts presented have been adjusted giving effect to the
5% stock dividend paid June 15, 2006.

The Company's return on average equity was 10.60% in
2007, 15.10% (adjusted 13.64%) in 2006 and 15.26% in 2005.
While the return on average assers amounted to 0.87% in
2007, 1.26% (adjusred 1.13%) in 2006, and 1.26% in 2005.

Net Interest Income. In 2007 the Company’s net interest
income was $14,811,334, compared to $15,069,629 in 2006,
and $14,402,233 in 2005. As discussed above, the principal
reason for the decline in the net interest margin in 2007
from 2006 was margin compression. The lower net interest
income for 2007 was anticipated, and is reflected in the 53
basis point decline in the net interest margin due to the
Company's asset sensitivity and the current interest rate
environment. Following a period of stable rates throughour
the first, second and most of the third quarter of 2007, the
Federal Reserve made three cuts in rates totaling 100 basis
points, causing interest income to decline by a higher per-
centage than the percentage decline in our interest expense,
resulting in compression of our net interest margin. This
compression is further exacerbated by the Company's asset
sensitivity, as there are more earning assets tied to variable
interest rates than there are variable rate deposits or bor-
rowings. For example, the cost of interest paid on certificates
of deposit, the Company's most significant funding source,
does not immediately decline when interest rates are cut;
whereas the income on loans tied to prime or other variable
indices does. Some of the margin compression effect was
mitigated by the increases in the volume of earning assets,
principally loans. Earning assets for 2007 averaged
$430,161,301, an increase of $47,546,734 or 12.4% com-
pared to $382,614,567 in 2006. The decrease in net interest
income for 2007 versus 2006 of $258,295 or 1.7% resulted

from the increase of $3,641,020 or 13.5% in intetest income
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which toraled $30,613,372 versus $26,972,351 in 2006,
being exceeded by the increase of $3,899,315 or 32.8% in
interest expense which roraled $15,802,037 versus
$11,902,722 in 2006. In spite of the $47.5 million increase
in the average volume of earning assets, due to the flat rate
environment over the first three quarters followed by inter-
est rate cuts in the fourth quarter, the vield on earning
assets increased by only 4 basis points to 7.28% from the prior
year’s 7.24%, while over the same period, the expense yield
on interest bearing liabilities increased by 57 basis points to
4.20% from 3.63% in 2006. This situation where yields
increased more on interest bearing liabilities than they did on
earning assets results from late year interest rate cuts follow-
ing a period of flat rates in a competitive environment
where the costs of deposits continues to increase as older
low rate certificates of deposit renew at higher currenc rates
at an asset sensitive financial institution.

The Company’s net interest income for 2006 was up
$667,396 or 4.6% compared to $14,402,233 in 2005. The
2006 increase over 2005 was a result of the stabilization of
interest rates in the second half of 2006 following four 25
basis point increases by the Federal Reserve earlier that year
between January and June. The Company's asset sensitivity,
during a period of rising interest rates, coupled with increases
in the volume of earning assets, generally results in increasing
net interest income. The improvement in net interest income
for 2006 versus 2005 of 4.6% is due to an increase of 17.2%
in interest income which rotaled $26,972,351, driven by a
$20.2 millien or 5.6% increase in the average balance of
earning assets which averaged $382.6 million in 2006 and
the impact of interest rate increases early in the year resulting
in a 66 basis point yield improvement to 7.24% from 6.58%
in 2005. Correspondingly, interest expense on interest bearing
liabilities increased as well, growing by 46.8% o toral
$11,902,722 due to a $13.3 million or 4.2% increase in the
average balance of interest bearing liabilities. The expense
yield on average interest bearing liabilities, increased by 89
basis points to 3.63% for the year 2006, compared to 2.74%
in the prior year. The fact that the yields increased more on
interest bearing liabilities than ic did on earning assets is
reflective of the lagging effect of a stable rate environment
following a period of steady increases to an asset sensitive
financial institution. The cost of funds continues to increase
as lower tate time deposits automatically renew at the cur-

rent higher interest rates.
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Year Ended December 31, 2007 2006 2005
{Dollars in Thousands}) Average ' Yield/ Average Yield/ Average Yield/
Asscts: Balance Interest ' Rate Balance Interest Rate Balance Interest Rate
Federal funds sold $ 9734 § 513 5.27% $ 5655 % 196 5.23% $ 2192 % 72 3.28%
Securities: (I}
U. S. Treasury and other U. 5. govern-
ment agency and corporations 106,138 5,741 5.41% 86,219 4,494 5.21% 83,142 4,109 4.94%
States and political subdivisions @ 19,674 1,267 6.44% 21,050 1,398 6.64% 28,959 1,892 6.53%
Other securities @ 61,603 4,260 6.92% 61,383 4,223 6.88% 61,269 4,167 6.80%
Total securities () 187,415 11,268 6.01% 168,652 10,115 6.00% 173,370 10,168 5.86%
Loans (31 5)6) 233,012 19,526 8.38% 208,308 17,284 8.30% 186,799 13.610 7.29%
Total interest-earning assets ) 430,161 $31,307 7.28% $382,615 $27.695 7.24% $362,361 $23850  6.58%
Alfowance for loan losses (2,848) (2,945) (2,828)
Total non-earning assets 32,812 30,058 32,180
Toral assets $ 460,125 $409.728 $391,713
Liabilities and Stockholders’ Equity:
Deposits:
interest bearing demand $59,092 $1,306 2.21% $ 55101 % 1,091 1.91% $ 53818 § 604 1.12%
Savings 34,121 512 1.50% 39,937 59 1.48% 49,712 612 1.25%
Other rime 233,312 11 570 4.96% 190,934 8,194 4.29% 172,340 5963 3.40%
Total deposits 326,525 13,388 4.10% 285,972 9,836 3.44% 275930 7,191 2.61%
Federal funds purchased and securities
sold under repurchase agreements 8,362 405 4.84% 3,528 154 5.22% 2,740 96 3.50%
FHLR advances — Overnight 39 2 5.13% 4,499 234 5.20% 296 8 2.70%
Term 36,178 1,593 4.40% 19,145 1,246 4.28% 30,834 1,010 3.28%
Trust preferved obligation 5,155 414 8.03% 5,155 403 7.82% 5,155 312 6.05%
Total interest-bearing liabilities 376,259 15,802 4.20% 328,299 11,903 3.63% 314,955 8,617 2.74%
Demand deposits 43,592 43,466 42,749
Other liabilities 2,942 1,864 1,543
Total liabilities 422,493 375,629 359,247
Stockholders’ equity 37,632 34,099 32,466
Total liabilities and
stockholders” equity $ 460,125 $ 409,728 $391,713
Net interest spread $15,505 3.08% $15,792 3.61% 315133 3.84%
Net interest margin 3.60% 4.13% 4.20%

(¥ [nctudes securities available for sale and securities held to maturiry.

1

@ Tax-exempt income has been adjusted te a tax-equivalent \

basis using an incremental rate of 34%

G} Installment loans are stated net of unearned income.

l
[

) Average loan balances include nonaccrual loans.
6} Interest income on loans includes earned net deferted loan fees in accordance
with FASB 91 of $532,306 in 2007, $476,606 in 2006, and $485,976 in 2005.

) Includes mortgage loans held for sale.

The table above, sets forth the Company’s average
interest earning assets (on a tax-equivalent basis) a;ncl aver-
age interest bearing liabilities, the average yields earned on
such assets and rates paid on such liahilities, and tl:le net
interest margin, all for the periods indicated. F

Net interest income when adjusted for the effect of
non-taxable income is referred to as fully tax equiv;!ﬂent
(“FTE") net interest income. On a fully rax equival‘cnt basis,
ner interest income for 2007 was $15,505,519 a decline of
$286,850 or 1.8% versus $15,792,369 million in 20|06;
whereas FTE net interest income in 2006 increasecé by
$560,115 or 3.7% from $15,232,254 in 2005. The i:ull year
2007 FTE net interest margin was 3.60% compared 10 4.13%
for the full year of 2006 and 4.20% in 2003. The ta;x—equiva-
lent net interest margin is a measute of net interest income
performance. It represents the difference between i:nterest
income with any non-taxable interest adjusted to a fully tax-
equivalent basis, including net deferred loan fees ercd, and
interest expense, on both deposits, and borrowings reflected

as a percentage of average interest earning assets. |

!

Comparing 2007 wich 2006, the FTE net interest
income contracted by $286,850, and the FTE net interest
margin declined to 3.60% from 4.13%, primarily due to mar-
gin compression. The yield on total caming assets increased
by only 4 basis points, to 7.28% from 7.24% on $47.6 million
more in earning assets, and resulted largely from the increase
in the vield on loans: 8.38% versus 8.30%, on an increase in
loan volume of $24.7 million: $233.0 million from $208.3
million; while the yield on securities was basically unchanged
at 6.01% versus 6.00% on an increase of $18.7 million in
volume: $187.4 million from $168.7 million. Correspondingly,
the cost of total interest bearing liabilities increased by 37
basis points: 4.20% from 3.63%, on an increase in interest
bearing liabilities volume of $48.0 million: $376.3 from
$328.3 million, and resulted from the increase in the cost of
interest bearing deposits of 66 basis points 4.10% from
3.44%, on an increase in volume of $40.6 million: $326.5
million from $286.0 million; while borrowings cost declined
by 3 basis points: 4.85% from 4.88%, on $7.4 million higher
volume: $49.7 million from $42.3 million.
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By contrast, when comparing 2006 to 2005, the FTE net
interest income increased by $560,115 versus the prior year,
however the FTE net interest margin actually declined to
4.13% from 4.20%. Despite the rate earned on earning assets
increasing 66 basis points (7.24% vs. 6.58%), and the average
volume of earning assets increasing by $20.3 million ($382.6
million vs. $362.3 million); the rate paid on interest bearing
liabilities increased by a greater increment, 89 basis points
{3.63% vs. 2.74%) and although coupled with a smaller increase
of $13.4 million in the average volume of interest bearing
liabilities ($328.3 million vs. $314.9 miltion), still resulted in
the tax-equivalent net interest margin being lower than the
prior year. Again, a classic example of margin compression.

The tax-equivalent yield on securities in 2007 was
6.01% a one basis point increase over the 6.00% vield in
2006. The yield was maintained due to the purchase of high-
er coupen callable U.S. Government Agency securities with
one or more years of call protection, in anticipation of future
lower interest rates. In view of the interest rate environment
in late 2007 the Company avoided much of the initial
impact of higher coupon securities being called and replaced
with lower coupon securities whose vields are in line with
the new lower market interest rates. This strategy main-
tained the portfolio yield despite the increasing number of
higher coupon bonds called in the fourth quarter of 2007, as
a result of the decline in market rates. Per the Federal
Financial Institutions Examination Council (“FFIEC™)
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“Uniform Bank Performance Report” the Company's investment
securities vield ranked in the 96th percentile of its 1,172
peer banks for 2007.

The tax-equivalent vield on securities in 2006 was
6.00% a 14 basis point increase over the 5.86% yield in 2005
and slightly better than the 5.99% yield in 2004. This
increase is largely attributable to the acquisition of higher
coupon agency securities as rares continued to edge up
through the first half of 2006. In mid 2006, the Federal
Reserve stopped increasing interest rates. This stabilization
continued through the end of the year, and given the longer
term orientation of the total portfolio, has allowed the pur-
chase of higher coupon bonds. The Company, due to the
composition of its investment portfolio, has continued to
maintain its vield ar a level considerably better than 98% of
its 1,147 peer institutions, as evidenced by the FFIEC
“Uniform Bank Performance Report” for 2006.

Net interest income is affected by changes in both average
interest rates and average volumes of interest-earning assets
and inrerest-bearing liabilities. The following table sets forch
the amounts of the total change in interest income that can
be attributed to rate {change in rate multiplied by old vol-
ume) and volume (change in volume multiplied by old rate)
for the periods indicated. The amount of change not solely
due to rate or volume changes was allocated between the
change due to rate and the change due o volume based on
the relative size of the rate and volume changes.

(Dollars in Thousands)j 2007 Compared to 2006 2006 Compared to 2005
. Volume Rare Net Volume Rate Net
Interest income
Federal funds sold $ 215 2 $ 217 $ 163 $ 61 $ 224
Securities: (D
U. S. Treasury and other U.S. government
agencies and corporations 1,072 175 1,247 155 230 385
States and political subdivisions @ (90) (41) (131) {526) 32 {494)
Other securities 15 22 37 8 43 56
Total securities 997 156 1,153 (363) 310 (53)
Loans 2,068 174 2,242 1,666 2,008 3,674
Total interest income $3,280 332 $3,612 $ 1,466 $ 2,379 $ 3,845
Interest expense:
Deposits:
Interest bearing demand $ 80 $ 175 $ 255 $ 14 $ 433 § 447
Savings (87) 8 {79) (473) 442 (3h
Other time 1,985 1,391 3,376 692 1,537 2,229
Total deposits 1,978 1,574 3,552 233 2,412 2,645
Federal funds putchased and securities
sold under repurchase agreements 233 (12) 221 33 55 88
FHLRB advances
Overnight (229) (3) (232) 213 13 226
Term 309 38 347 (51) 287 236
Trust preferred obligation - 11 11 — 91 a1
Total interest expense $2,291 $ 1,608 $3,899 $ 428 $ 2,858 $ 3,286
Increase (decrease) in net interest income $ 989 $(1,276) $ (287) $1,038 $ 41 $ 559

{1 Includes securities available for sale and securities held to maturity
{2) Fully taxable equivalent basis
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Non-Interest Income. Non-interest income decrease;({
$833,974 or 19.1%, totaling $3,542,054 for 2007 compared
to $4,376,028 in 2006. However, in the 2006 total is a2 non-

recurting gain on sale of assets of $757,416 resulting largely

Central Virginia Bankshares, Inc.

from the sale of the bank’s former main office branch'in June
2006. Excluding this gain, the comparable 2006 non-interest
income total would be $3,618,612, making the declil}‘e in
2007 only $76,558 or 2.1%. Deposit fees and chargesr were
$1,852,956 compared to $1,863,372, a slight decline of 0.6%
due in large part to no significant change in the volu}ne of
overdrafts and no increases in deposit service charges. Bank
card fees were $471,160 a 14.2% increase over the pfi(ar
year’s $412,724. The higher revenue was due to the lincrc:as-
ing volume of debit card usage, point of sale transaction fees,
and interchange credits. The cash surrender value of bank
owned life insurance totaled $360,385 versus $21 1.3?0 an
increase of $148,993 or 70.5% as a result of an additional
investment of approximately $2.5 million in bank owgned life
insurance early in 2007, to provide coverage for officers
employed since the initial purchases in 2001, coupleéi with
higher net crediting rates on prior investments. Mortgage
loan secondary market fees declined significantly dué to the
strategy of recording on the bank's books a percentage of
mortgages underwritten rather than selling them in the sec-
ondary marker; coupled with the beginning of a declline in
the mortgage crigination business generally. Investment and
insurance commissions totaled $380,025 versus $32§,156 an
increase of $54,86% or 16.9% due to an increasingly higher
volume of transactions resulting from growth of thie non-
deposit investment sales program. Realized gains on securities
available for sale totaled $109,548 compared to $18i,481 in
2006, a decrease of $71,933 or 39.6% as a resulr of active
portfolio management, gains on securities purchased at a dis-
count being called ar par, or in the case of municipa‘is a pre-
mium call price, and sales generating liquidity to partially
fund loan growth. Other miscellaneous income was
$239,529 compared to $363,543 a decline 0f$124,0:14 or
34.1% due principally to lower earnings from the title insur-
ance subsidiary, and the prior year, 2006, having a nbn:
recurring gain in the third quarter 2006 of $59,735 f‘)n the
final liquidation of the collateral on a Virginia Small
Business Financing Authority Bond originally purch:ased in
1998, defaulted in 2000, foreclosed in 2001 by the tiustee,
and which had been carried at the net realizable value in

other non-earning assets.

continued

For 2006, total other non-interest income totaled $4.4
million, an increase of $1,260,031 or 40.4% versus $3.1 million
in 2005. 2006 deposit fees and charges increased by $636,296
or 51.9% and totaled $1.9 million due to the introduction of
a new overdraft protection program late in the fourth quarter
of 2005 as well as increased numbers of accounts with service
charges assessed. (Gain on sale of assets in 2006 totaled
$757,416 versus zero in the prior year, as the Company’s
principal subsidiary, Central Virginia Bank sold its former
main office in the second quarter 2006 generating a non-
recurring pre tax gain of $710,733. That plus another
unrelated nonrecusring gain on sale of an investrment in
trust company generated the total pre-tax gain of $757,416.
Investment and insurance commissions in 2006 totaled
$325,156 up $40,384 from 2005 or 14.2% due to a higher
volume of transactions resulting from growth in the program.
Bank card fees in 2006 were up $49,823 or 13.7% to toral
$412,724 for the year due to higher interchange credit and
increased debit card transaction fees. Secondary market
mortgage loan interest and fees in 2006 were $260,946 up
$18,966 or 7.8% from the prior year. The lower growth in
this category is due to the general slow down in real estate
loan originations, coupled with the absence of any significant
loan refinancing volume resulting from the relatively flat
interest rate environment. Total other non-intetest income
in 2006 totaled $363,543, an increase of 7.6% or $25,734,
due to the combination of higher check fees, miscellaneous
income, and title insurance income. Realized gains on
securities available for sale in 2006 totaled $181,481 down
$199,371 or 52.3% compared to $380,852 for 2005. These
non-recutring net gains were as a result of active portfolio
management, however a lower volume of such transactions
occurred in 2006 due in part to a lesser need for funding
and the use of other temporary funding sources. The cash
surrender value of bank owned life insurance in 2006
totaled $211,390 down $69,217 or 24.7% largely due o

lower net crediting rates from the carriers.

Non-Interest Expenses. Total non-interest expense was
$13,138,359 versus $12,656,512 in the prior year, an
increase of $481,847 or 3.8% from 2006. The categories
with the most significant increases or decreases were; salaries
and wages which increased by $166,058 or 3.1% totaling
$5,513,696 compared to $5,347,638 due to normal staff
salary increases, as overall staffing levels remained at or below

the prior year; pensions and other employee benefits which
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increased by $18C,439 or 10.1% totaling $1,973,184
compared to §1,792,745 and reflecting continued improve-
ments in general benefits; legal and professional fees which
increased by $122,103 or 45.7% totaling $389,498 versus
$267,395 principally due to the costs directly related o
implementation of Section 404 of the Sarbanes-Oxley Act,
plus general increases in accounting and legal fees; adver-
tising and public relations increased $79,758 or 21.4% to
$451,986 versus $372,228 in 2006 reflecrive of the
Company's continued emphasis on sales, growth of our
core business, and general market awareness; equipment
depreciation expense declined $88,762 or 12.1% totaling
$643,395 compared to $732,157 due to lower levels of new
asset purchases and previously booked assets becoming
fully depreciated.

Total non-interest expenses increased by $1,701,610 or
15.5% in 2006 and toraled $12,656,512 compared to
$10,954,903 in 2005. The largest dollar increases over the
prior year were in salaries and wages which increased
$752,035 or 16.4% and totaled $5,347,638 compared to
$4,595,603 in 2005. Emplovee benefits were up by $111,500
or 6.6% totaling $1,792,745 versus $1,681,245 in 2005.
These increases can be attributed to the additional lending
and business development personnel hired, as well as the
tightness in our markert for experienced bank rerail and sup-
port personnel hired as a result of normal turnover. The
Company often finds that the cost of a replacement will be
greater than the previous incumbent resulting in salaries
expense increasing. The Company attempts to improve its
overall benefit program for all employees each year to the
extent practicable, resulting in increases to expense over and
above that attributable to increases in the number of
employees. Other miscellanecus operating expenses
increased by $461,262 or 31.3% to total $1,935,384 com-
pared to 51,474,122 in 2005. The specific categories with
increases included in total other expenses were non-suffi-
cient funds check charge offs and debic card losses up
$100,000, new product service fees up $89,051, write down
of a Communiry Reinvestment Act eligible investment up
$72,738, Internet switch fees up $39,176, directors fees up
$29,950, service fees related ro the Company's local area
network $29,750, and various other operating expenses. The
other major categories with the largest percentage increases
in 2006 over the prior year were: dccupancy expense which
increased by $110,158 or 20% ending the year at $660,897
due largely to the impacr of the occupancy of the new main
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office branch in mid June 2003; advertising and public
relations was up $113,134 or 43.7% ending the year at
$372,228 due to the Company's new marketing and product

promotion initiative, began in the fourth quarter 20086.

Income Taxes. The Company repotted income taxes of
$1,046,318 in 2007, $1,639,143 in 2006, and $1,405,159 in
2005. These amounts yielded effective tax rates of 20.8%,
24.1%, and 22.1%, for 2007, 2006, and 2005 respectively.
The 2007 effective tax rate declined versus 2006 due to
lower overall income before taxes, increased loan charge offs,
the increase in non-taxable growth of the cash value of bank
owned life insurance resulting from the additional investment
in early 2007. In 2006 versus 2005 the effective tax rate
increased largely due to a consistently lower level of tax-free

municipal securities in the investment portfolio.

FINANCIAL CONDITION

Loan Portfolio. The Company is an active residential
mortgage and residential construcrion lender and generally
extends commercial loans to small and medium sized busi-
nesses within its primary service area. The Company's
commercial lending activity extends across its primary set-
vice area of Powhatan, Cumberland, eastern Goochland
County, western Chesterficld, and western Henrico
Counties. Consistent with its focus on providing commu-
nity-based financial services, the Company generally does
not attempt to diversify its loan portfolio geographically by
making significant amounts of loans o borrowers outside
of its primary service area.

The principal economic risk associated with each of
the categories of loans in the Company's portfolio is the
creditworthiness of its borrowers. Within each category,
such risk is increased or decreased depending on prevail-
ing economic conditions, The risk associated with the real
estate mortgage loans and installment loans to individuals
varies based upon employment levels, consumer confi-
dence, fluctuations in value of residential real estate and
other conditions that affect the ahility of consumers to
repay indebtedness. The risk associated with commercial,
financial and agriculrural loans varies based upon the
strength and activity of the local economies of the
Company’s market areas. The risk associated with real
estate construction loans varies based upon the supply of
and demand for the type of real estate under construction.

Many of the Company’s real estare construction loans are
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for pre-sold or contract homes. Builders are limited! as to
I

the number and dollar amount of loans for speculative

home construcrion based on the financial strength of the

Net loans outstanding at December 31, 2007 had

borrower and the prevailing market conditions.

increased by $57.3 million or 27.5% ending the yea:r at
$265.8 million as compared to the prior year. In 20b6 loan
growth was $10.9 million or 5.5% ending the year E'it
$208.6 million. In 2005 loan growth was $17.6 million or
9.8% ending the year at $197.6 million; and in 200;4‘ loans
grew by $21.2 million or 13.5% ending 2004 at $179.9
million. The loan to deposit ratio was 74.1% at DeFember
31, 2007, 58.2% at December 31, 2006, 61.3% at
December 31, 2003, and 58.1% at December 31, 2b04. As
the Company has grown its deposit base over the past sev-
eral years, its loan growth has not kept pace, and biegin-
ning in late 2006 and throughout 2007 its emphasis has
been to increase the total of loans outstanding the‘reby
increasing the loan to deposit ratio. Increasing the per-
centage of loans comprising total earning assets geherally
will have a positive impact on earnings, and the tai‘geted
range for the loan to deposit ratio is 70% -85%. |

The following table summarizes the Company’s loan

portfolio, net of unearned income: '

At December 3! 2007 2006 2005 2004 ! 2003
(Dotlars in Thousands) ‘

Commercial $ 48,255 $ 40,683 $ 36,150 $ 33,251 $ 29,808
Real Estate:

Mortgage 106,394 78,986 81077 77,153 [ 67,216
Home equity 13,863 10,796 8,872 7,952 5,227
Construction 87,127 68,204 60,005 49,788 | 45,097
Total real :

estate 207,384 157,986 149,954 134,893 | 117,540
Bank cards 911 894 946 881 | 891
Installment 9,350 9000 10,598 11,007 @ 10,292
265,900 205,563 197648 180,032 ’ 158,531

Less unearned

income (51) (56) (89} {100} | {27

265,849 208507 197,559 179931 158,504
Allowance for '

(2012) (889 (2918 (2698 (2459

loan losses

$262,937 3205618 $194,641 $177,234 i$I56,050

Loans, net

I
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As the rable below indicates, the total amount of
commercial and industrial loans have increased by $7.5
million, $4.5 million, $2.9 million, $3.4 million, or 18.6%,
12.5%, 8.7%, and 11.6%, in 2007, 2006, 2005, and 2004
respectively. The Company has focused much of its efforts
on increasing its commetcial and industrial loans for sever-
al years, as a desirable alternative to real estate related
construction lending. Total real estate related loans out-
standing increased by $49.4 million or 31.3% in 2007,
$8.0 million or 5.4% in 2006, $15.1 million or 11.2% in
2005, and $17.4 million or 14.8% in 2004. Of the real
estate related loans, in 2007, mortgage loans increased the
most at $27.4 million or 34.7%, followed by construction
at $18.9 million or 27.7%, and home equity loans at $3.1
million or 28.4%. In 2006 and 2005, construction loans
exhibited the greatest growth, having increased by $8.2
million or 13.7% in 2006, and $10.2 million or 20.5% in
2005, while in 2004 the most growth was in mortgage
loans which increased by $9.9 million or 14.8%. Mortgage
loans grew $27.4 million or 34.7% in 2007, declined by
$2.1 million or 2.6% in 2006, grew by $3.9 million or 5.1%
in 2005, and grew by $9.9 million or 14.8% in 2004. The
decline in 2006 was due largely to the previously men-
tioned slow down in the real estate market. Mortgage
loans have comprised between 50% ro 60% of the total
real estate loans for the past five years. Mortgage loans to
total real estate loans were 51.3% in 2007, 5C.09% in 2006,
54.1% in 2005, 57.2% in 2004, and 57.2% in 2003. Home
equity loans have grown steadily over the past five years
from $5.2 million in 2003 to $13.8 million in 2007; how-
ever, they still comprise approximately the same percent-
age of total real estate related loans. Home Equity loans to
total real estate loans were 6.7% in 2007, 6.8% in 2006,
5.9% in 2005, 5.9% in 2004, and 4.4% in 2003. Bankcard
loan balances outstanding were $911 thousand in 2007,
and have remained relatively level over the period from
2006 through 2003 ranging from a high of $946 thousand
in 2005 to a low of $881 thousand in 2004,

The shift from construction to mortgage loan growth
was accomplished in part by the decision in early 2007 not

to sell as many mortgage loans in the secondary market.
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Instead those loans which met the bank's underwriting cri-
teria were recorded on the bank’s books as mortgage loans.
In addition, most of these loans were 30 and 15 year fixed
rate loans, which given the composition of bank’s portfolio
of mortgage loans being mostly 3/3 and 5/5 year adjustable
rate loans, the addition of fixed rate loans was desirable
from an asset liability standpoint at a time when interest
rates were flat and expected to trend down in the future.
As a percentage of total real estate loans, construction loans
comprised 42.0% in 2007, 43.2% in 2006, 40.0% in 2005,
36.9% in 2004, and 38.4% in 2003. Considering the current
state of the real estate market for new home sales, the
Company does not anticipate that growth in construction
loans will continue at the same rate in the future as it has in
the past, Essentially all construction loans are for residential
construction in the principal markets served by the Company.

Installment loans increased by $350 thousand or 3.9%
in 2007, declined by $1.6 million or 15.1% in 2006, declined
by $409 thousand or 3.7% in 2003, but increased by $715
thousand or 6.9% in 2004. The balances of traditional
installment loans increased in 2007 due to the Company's
emphasis on loan growth, however over the past several
years, the balances have dropped principally due to the
Company’s unwillingness to effectively compete on an
interest rate basis with the captive and ather finance arms
of the major automobile manufacturers, coupled with the
tendency of consumers to utilize equity credit lines for
purposes that in the past would have been financed with
traditional installment loans. The Company anticipates
this atmosphere surrounding installment lending to
continue in the future as long as the automobile manu-
facturers effectively subsidize the sale of vehicles through
offering below market financing.

All concentrations of loans exceeding [0.0% of total
loans at December 31, 2007 were disclosed as a separate
category of loans. The following table shows the contractual
maturity distribution of loan balances outstanding as of
December 31, 2007. Also provided are the amounts due classified

according to the sensitivity to changes in interest rates.
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Maturing
After One
Within  But Within  After

(Dollars in Thousands) Omne Year  Five Years Five Years Total

Commercial $ 27,293 $12922 % 8,040 $ 48,255
Real Estate:

Mortgage 3,603 3,155 99,636 106,394

Home equity 116 164 13,583 13,863

Construction 72,630 13,276 1,221 87,127

Total real estate 76,349 16,595 114,440 207,384

Bank cards — — 911 911

Installment 2,196 5,649 1,505 9,350

$105,838 $35,166 $124,896 $265,900

Within Two or

(Dollars in Thousands) One Year More Years Total

Loans maturing with:
$ 6213 § 54938 § 61,151
99,625 105,124 204,749

Fixed interest rates

Variable interest rates

$105,838 $160,062 $265,900

Loans held for resale: The bank originates mortgage loans
that are presold in the secondary matket and carried as loans
held for resale at the agreed upon purchase price. The bank
also provides short term financing as part of an arrangement,
begun in October 2007, with Communiry Bankers Securities,
a registered broker-dealer and SBA pool assembler for US
Small Business Administration Guaranteed Loan Certificates
prior to their aggregation into an SBA loan pool security. As
the certificates represent the guaranteed portion of SBA loans,
and have not yet been pooled into a security, they are carried
at their fair market value as a component of the total loans
held for resale. As of December 31, 2007, 2006, and 2005 the
total of Loans Held for Sale was $2,477,217, $192,400, and
$909,800 respectively. Of the total Loans Held for Sale at
December 31, 2007, 2006, and 20053, the mortgage loans held
for sale were $338,000, $192,400, and $909,800 respectively.

Asset Quality. Non-performing loans include non-accrual
loans, loans 90 days or more past due and restructured loans.
Non-accrual loans are loans on which interest accruals have
been discontinued. Loans which reach non-accrual status, per
Company policy, may not be restored to accrual status until
all delinquent principal and interest has been paid, or the loan
becomes both well secured and in the process of collection.
Restructured loans are loans with respect to which a borrower
has been granted a concession on the interest rate or the
original repayment terms because of financial difficulties.
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Non-performing loans totaled $4,118,337 ac D?cember
31, 2007, versus $1,000,440 at December 31, 2006, 3?67,075
at December 31, 2005, $875,329 at December 31, 2094, and
$1,723,421 at December 31, 2003. Non-performing l‘bans
increased by $3.1 million in 2007 from 2006 due principally
to the addition of loans for one customer totaling $1.2; million
being placed in non-accrual status ar December 31, 2007,
combined with the $1.49 million increase in loans 90 days or
more past due, largely resulting from our local economic
slow down. The vast majority of loans currently in non-
accrual are considered adequately secured by real esthe and
no significant losses are anticipated regardless of the Iresolu-
tion. Non-performing loans increased by $33,364 in 2006
from 2005 primarily due to slight increases of $16.59f} and
$16,770 in non-accrual loans and loans past due 90 days or
more past due respectively. Non-performing foans increased by
$91,746 in 2005 from 2004 due to an increase of $449,369
in non-accruals and a decline of $357,623 in 90 day Fpast due
loans. While nonperforming loans declined by $848,092 in
2004 from 2003 due to non-accrual loans increasing by
$270,546, and 90 day past due loans declining by $1,118,638.

At December 31, 2007 and 2006, there were no‘I other
non-performing assets. A Virginia Small Business Financing
Authority Industrial Development Revenue bond ca:rried at
December 31, 2005 ar a value approximating its anticipated
liquidation value of $110,830 was resolved in the thircll quarter
2006. The original principal investment was $190,000 and
had been written down to $140,000, with its value further
reduced by the Company's receipt of its pro-rata por[tion of
the collateral property’s lease payments. Management con-
cluded the principal carrying value, was appropriate:,‘| accord-
ingly, no additional write-downs were made. The matter was
finally resolved upon the receipt of $163,602 from the sale of
the collateral real estare. The Company thus recove‘red its
total carrying value plus $59,736 of prior period write downs.

Management forecloses on delinquent real estate loans
when all other repayment possibilities have been exhausted.
There was no real estate acquired through foreclosure (OREQ)
at December 31, 2007, 2006, 2005, and 2004, compared to
$97,000 at December 31, 2003. As the Bank has l]lad no
OREOQ, accordingly, it has no 2007, 2006, 2005, or 2004,
period expenses related to OREQ. The Bank’s practice is to
value real estate acquired through foreclosure at the lower of
{i) an independent current appraisal or market analysis less

anticipated costs of disposal, or (i} the existing loan balance.
|

continued

Given the increase in non-performing assets, manage-
ment is concerned, however it does not believe that the
tevel of non-performing loans in 2007 is reflective of any sig-
nificant systemic problem within the Company's loan portfo-
lio. At December 31, 2007, there were $2,360,794 in non-
accrual loans compared to $736,509 in non-accrual loans at
December 31, 2006 and $719,915 at December 31, 2005,
$270,546 at December 31, 2004, and $0 at December 31,
2003. Based on our present knowledge of the status of indi-
vidual and corporate borrowers and the overall state of the
local economy, management reasonably anticipates that the
level of non-performing assets is likely to increase from its
current level, however not by the same degree of increase
experienced in 2007 over 2006. Management will move to
foreclose on borrowers whose loans are placed on a non-
accrual status in order o resolve the credit therefore it is
reasonable to anticipate an increase in OREQ.

The following table summarizes non-performing assets:

At December 31, 2007 2006 2005 2004 2003

{Dollars in Thousands)
Loans accounted for on a

non-accrual basis $ 2,361 $736 $720  $270 $0

Loans contractually past due
90 days or more as to interest
or principal payments (not
included in non-accrual
loans above) 1,757 264 247 605 E,723

Loans restructured and in
compliance with modified
terms (not included in non-
accrual loans or loans
contractually past due

90 days or more ubove) —_ — — — _

Total non-performing loans § 4,118  $1,000 $967 $875  $1,123
Other real estate owned - — — — 97

Other non-performing assets — — 111 125 140

Total non-performing asses $ 4,118 51,000 $1,078  $1,000 51,960




continued

Loans 90 days or more past due generally, are placed
on non-accrual status unless well secured and in the pro-
cess of collection.

The Company’s policy with respect to past due interest
on nonaccrual loans requires that any interest accrued in
the current year and unpaid should be reversed from the
receivable and current year’s income. With regard to
interest accrued in the prior year, and yet unpaid, such
accrued interest should be reversed from the receivable
and reserve for loan losses. In 2007, $69,338 of interest
income was reversed when loans were placed in non-
accrual status; in 2006, $10,480 of interest income was
reversed; in 2005, $911 was reversed; in 2004, $8,165 was
reversed; and in 2003, $0 was reversed. The impact of
both the reversal of previously accrued but unpaid interest
plus the absence of subsequent accruals on loans in non-
accrual status had the effect of reducing net income by
$119,031 in 2007, $60,578 in 2006, $29,141 in 2005.
Since the Company operates in a rural to suburban area, it
has generally been well acquainted with its principal bor-
rowers and has not had such a large number of problem
credits thar management has not been able to stay well
informed about, and in contact with, troubled borrowers.
Management is not aware of any other material loans at
December 31, 2007, which involve significant doubts as to
the ability of the borrowers to comply with their existing
payment ferms.

The following table sets forth the amounts of contracted
interest income and interest income reflected in income
on loans accounted for on a non-accrual basis and loans

restructured and in compliance wirth modified terms:

For the Year Ended December 31, 2007 2006 2005
{Dollars in Thousands)

Gross interest income that would have
been recorded if the loans had been current
and in accordance with their original terms  $118  $ 61 §$29

Interest income included in income on the loans — — —

MANAGEMENT'S DISCUSSION AND ANALYSIS

Central Virginia Bankshares, Inc.

Management has analyzed the potential risk of loss within
the Company’s loan portfolio, given the loan balances, quality
rrends, value of the underlying collateral, and current local
market economic and business conditions and has recog-
nized losses where appropriate. Loans, including non-per-
forming loans are monitored on an ongoing basis as part of
the Company’s periodic loan review process. Management
reviews the adequacy of its loan loss allowance at the end of
each month. Based primarily on the Company’s loan risk
classification system, which classifies all commercial loans,
including problem credits as substandard, doubtful, or loss,
according to a scale of 1-8 with 8 being a loss, additional
provisions for losses may be made monthly. In addition, the
Company evaluates the general marker credit risks inherent
in lending, as well as any systemic issues, as part of its enhanced
loan loss adequacy analysis. The ratio of the allowance for
loan losses to total loans was 1.10% at December 31, 2007,
1.39% at December 31, 2006, 1.48% at December 31, 2005,
1.50% at December 31, 2004 and 1.55% at December 31,
2003. Management believes that the allowance for loan losses,
while not increasing at the same rate as the loan portolio
grows, is nevertheless adequate to provide for future losses.
At December 31, 2007, the ratio of the allowance for loan
lasses to total non-performing loans was 70.7%; at December
31, 2006 the ratio was 288.99; at December 31, 2005 the
ratio was 301.7%; at December 31, 2004 the ratio was
308.3%; and at December 31, 2003 the ratio stood at
142.4%. Management evaluates non-performing loans relative
to their collateral value and makes appropriate reductions in

the carrying value of those loans based an that review.
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The following table summarizes changes in the:
allowance for loan losses: [
(Dollars in Thousands) 2007 2006 2005 2004 | 2003

Balance at beginning of period §  2,8893 1918 § 2,698 § 2,45¢ 1§ 1,102

Charge-offs:
Commercial 36 — 4 6 ! 2
Real estate |
Mortgage - — — 8 | —
Home equity — — — — 19
Construction — — — - —
Bank cards 14 1l 18 17 51
Installment 172 96 51 120 10
Total 22 107 % 4o

Recoveries on previous

loan losses:

Commercial - 2 - — 3
Real estate
Mortgage - — — — —
Home equiry - 16 — - 5
Construction - —_ — — —
Bank cards 12 9 3 & | 5
Installment 53 51 107 37 41
Total 65 8 110 43 54

Net charge-offs (157) 29 17 (170 (58)

Provision charged to aperations 180 - 03 415 410

Balance at end of period $ 29127F 2839 §$ 2518 § 2698 |§ 2454

Ratio of net loan losses to

average net ioans outstanding:
Net charge-offs (recoveries;$ 157 29 § (1708 171 |$ 38

Average net loans 229,744 104,738 183,380 168,660 147,351

0.07%  001% (D00% 0.10% 0.04%

Ratio of allowance for loan |
losses to total loans, net of l
unearned income:
Allowance for loan Josses § 2,912% 2889 § 21918 § 2,698 :5 1454
Total loans at period end 265,849 208507 197558 179,932 158,504

110%  £3O%  [48%  LS0% | LSs%
Ratio of allowance for loan |
losses to non-performing loans: .
Allowance for loan losses § 2,922 5 2889 § 1918 § 2,698 $ 2454
Non-performing loans 4,118 1,000 961 875 1 L7132

70.71% 288.90% 301.76% 308.34%5142.43%

continued

For each period presented, the provision for loan losses
charged to operations is based on management's judgment
after taking into consideration all factors connected with
the collectibility of the existing portfolio. Management
evaluates the loan portfolio in light of local business and
economic conditions, changes in the nature and value of
the portfolio, industry standards and other relevant fac-
tors. Assumptions and factors considered by management
in determining the amounts charged to operations include
internally generated loan review reports, previous loan loss
experience with the borrower, the status of past due inter-
est and principal payments on the loan, the quality of
financial information supplied by the borrower and the
general financial condition of the borrower. Despite man-
agement’s best efforts, the reserve may be adjusted in
future periods if there are significant changes in the
assumptions ot factors utilized when making valuations, or
conditions differ materially from the assumptions originally
utilized. Any such adjustments are made in the reporting
period when the relevant factor(s) become known and
when applied as part of the analysis indicate a change in
the level of potential loss is warranted.

For the year ended December 31, 2007, the provision
for loan losses was $180,000. There was no provision for
loan losses for the year ended December 31, 2006, while in
2005 there was a provision of $203,000, and in 2004 and
2003, the provision was $414,500, and $4 10,000 respectively.
In the opinion of management, the provision charged to
operations has been sufficient to absorb the current year’s
net loan losses while continuing to provide for potential

future loan losses in view of a somewhat uncertain economy.
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The following table shows the balance and percentage of the Company’s allowance for loan losses allocated to each category of loans:

At December 31, 2007 2006

2005 2004 2003

% of % of
% of Loans % of Loans
Reserve Reserve  Category  Reserve Reserve  Category
forLoan  forloan rwoTotal  forLoan for Loan  taTotal
Laosses Losses Loans Losses  Losses Loans

% of % of % of
%of  Loans % of Loans %of  Loans
Rescrve  Reserve Category  Reserve  Reserve Category  Reserve  Reserve Category
forLoan forLoan twTowt  forloan forLean wTotal  forLoan forLoan o Total
Losses  Losses  Loans Losses  Losses  Loans Losses  Losses  Loans

Commercial $ 214 7% 13% $ 609 I1% 20%
Real estate

construction 2,059 71% 34% 1,115 39% 32%
Real estate

mortgage (U} 519 18% 49% 1,005 3% 43%
Installment 2 120 4% 4% 160 5% 5%

(Dollars in thousands)
$ 819 28% 18% 0§ 920 3% 18% 5 5Bl 4% 19%

1016 35% 30% 608 23% 28% 761 31%  21%

965 33% 46% 1,028 38% 47% 946 38% 51%
118 4% 6% 141 5% % 166 7% 9%

$2,912 100% 100% 352889 100% 100%

$2,918 100% 100% $2,698 100% 100% $2,454 100% 100%

) Includes home-equity loans.

@) Includes bank cards.

The Company has allocated the allowance according ro the
amount deemed to be reasonably necessary to provide for
the possibility of losses being incurred within each of the
above catepories of loans. The allocation of the allowance as
shown in the table above should not be interpreted as an
indication thar loan losses in future years will occur in the
same proportions or thar the allocation indicates future loss
trends. Furthermore, the portion allocated to each loan carte-
gory is not the total amount available for future losses that
might oceur within such caregories since the rotal allowance

is a general allowance applicable to the entire portfolio.

SECURITIES

The Company's investment securities portfolic serves several
purposes, primarily, liquidity, safety and yield. Certain of the
securities are pledged to secure public deposits and others
are specifically identified as collateral for borrowing from
the Federal Home Loan Bank of Atlanta, and others for
repurchase agreements with correspondent banks and
commercial customers. The remaining portion of the
portfolio is held for investment yield, availability for sale
in the event liquidity is needed, and for general asset liabiliry
management purposes.

At year end December 31, 2007, toral investment
securities were $177.6 million representing 36.6% of total
assets, and an increase of $12.1 million or 7.3% versus the
year ended December 31, 2006 balance of $165.5 million.
Total investment securities at year end 2006 were largely
unchanged at $165.5 million or 37.8% of total assets, as
compared to the prior year’s December 31, 2005 balance of
$165.7 million. During 2007, deposit growth slowed signifi-
cantly ending 2007 up by only $0.8 million, federal funds

sold of $29.4 million were combined with $46.5 million
increase in borrowings to fund net securities growth of
$12.0 million, loans held for sale of $2.5 millicn, and loan
growth of $57.3 million, with the balance $5.1 million split
between other assets and other liabilities. During the year
2007 purchases of securiries totaled $41.1 million while due
to the declining rates in the larcer part of the year, calls
totaled $15.2 million, sales were $7.2 million, paydowns
were $1.9 million. The net increase of this activity was
$16.7 million less the unrealized losses of $4.7 million for
the $12.0 increase from year end 2006 to 2007. Of the new
purchases in 2007, 78.5% or $32.3 million were U.S.
Government Agency, and 21.5% or $8.8 million were cor-
porate securities. Maintaining total portfolio yield while
permitting portfolio duration to lengthen slightly in the
falling rate environment was the overall strategy. During
the year 2006, the balance of total securities did not
change materially as the $35.7 million growth in retail
deposits was more than sufficient to fund the $10.9 million
in loan growth, with the excess funding reflected as
overnight federal funds sald of $30.2 million ar December
31, 2006. Securities transactions in 2006 were limited to
sales and purchases to enhance yields, and/or to shorten
duration. During the year ended December 31, 2005, total
securities decreased $3.4 million, or 2.0%, to $165.7 mil-
lion, or 41.7% of total assets, principally due to the $17.6
million, or 9.8%, increase in loans. The Company, in the
past, has increased its marketable securities holdings, if
supported by solid deposit growth and/or borrowings, par-
ticularly when experiencing lower loan growth, in an effort
to increase net interest income. It is anticipated that this

practice will continue in the future.
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The securities portfolio consists of two components,
securities available for sale and securities held to maturity.
Securities are classified as held to maturity when manage-
ment has the intent and the Company has the abilirly at
the time of purchase to hold the securities to maturity.
Securities so classified are carried at cost adjusted for amor-
tization of premiums and accretion of discounts. Securities
to be held for indefinite periods of time are classified; as
available for sale and accounted for at market value:
Securities available for sale include securities that mlay be
sold in response to changes in market interest rates,
changes in the security’s prepayment risk, increases in loan
demand, general liquidity needs and other similar falctors.
The Company’s purchases of securities are limited by policy
to securities of investment grade credit quality with :various
maturities and many with optional call provisions.

The Company reviews and evaluates all securitics
quarterly or more frequently as necessary for possible
impairment. If, in the judgment of management, there is
serious doubt as to the probability of collecting subst%dntially
all the Company’s basis in a security within a reasoriable
period of time, an impairment write down will be recognized.
The Company presently holds five corporate debt sel'curitics
with credit ratings that, subsequent to purchase have declined
below minimum investment grade: $1 million, Ford Motor
Corporation 9.5% maturing September 2011; $1 million,
Ford Motor Credit Corporation 7.375% maturing O'ctober
2009; $1 miliion, GMAC 7.00% maturing May ZOOEIi; $1
million, GMAC 5.125% maturing February 2012; and $1
million, Deluxe Corporation 5.125% maturing Octobeg 2014.
Following the quarterly evaluation of these securities, man-
agement has concluded that, as of December 31, 2007 the

impairment is considered temporary.

continued

The following table summarizes the book value of the

Company’s securities held to maturity at the dates indicated:

Book Value at December 31, 2007 2006 2005

{Dollars in Thotsands)
States and political subdivisions $ 6,011 $ 8270 $ 8,478

The table below summarizes the book value of the Company’s
securities available for sale at the dates indicated.

Book Value at December 31, 2007 2006 2005

{Dollars in Thousands)

U.S. government agencies
and corporations

$ 93,960 $ 81443 § 73,297

Bank eligible preferred
and equiries 20,678 19,967 20,058

Mortgage-backed securities 8,479 9,310 9,774
42,783 36,376 40,689
12,667 12,678 16,336

Corporate and other debt
States and political subdivisions

$178,567 §$159,774 $160,154

The book value and average yield of the Company’s securiries,
including securities available for sale, at December 31, 2007
by contractual maturity are reflected in the following table.
Acrual maturities, and the resulting cashflows, can differ
significantly from contractual maturities because cerrain
issuers may have the right to call or prepay debrt obligations
with or without call or prepayment penalties. The table
below categorizes securities according to their contractual
maturity, without regard for certain issuers having unilateral
optional call provisions prior to the bond’s contractual
maturity, which they may or may not exercise depending on
the overall market level of interest rates at the call date.
The Company’s investment in bank eligible government
sponsored entities consists fargely of FNMA, FHLMC, and
SLMA fixed coupon exchange traded preferred stocks.
As these securities have no fixed maturity date they are
separately identified. Mortgage-backed securities are also
reported according to the conrractual final maturity,
without regard for the pre-payment characteristics of the

underlying mortgages.
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States and puolitical Mortgage-backed
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U.S. Treasury and
other U8, agencies

subdivisions (1} Securities and corporations Corporate Debt Totals
Weighted Weighted Weighted Weighted Weigheed
Average Average Average Average Average

Amount Yield Amount  Yield

Amount  Yield Amount Yield Amount  Yield

(Dollars in thousands)

Due in one year or tess $ 1,419 4.62% & — 0.00% $ 999 4.03% $ 4,496 6.45% $ 6914 572%
Due after one year

through five years 2,503 6.63% 1 8.02% 10,056 4.48% 5,033 7.40% 17,593 5.61%
Due after five years

through ten years 6,090 6.35% 318 5.87% 29,398 5.15% 6,975 5.69% 42,781 5.41%
Due after ten years 8,666 6.51% 8,160 4.77% 53,507 5.91% 26,279 7.07% 946,612 6.18%
Bank cligible preferred

and equities — — — — — — — — 20,678 7.41%

Total $18,678 6.33%  $8479 4.81%  $93,960 5.50%  $42,783 6.59%  $184,578 6.01%

) Yield on tax-exempt obligations have been computed on a tax-equivalent basis.

As shown in the table above, approximately $6.9 million,
or 3.7%, of the total portfolic will mature in one year or
less while $17.6 million, or 9.5%, will mature after one
year but within five years. The fully taxable equivalent
average vield on the entire portfolio was 6.01% for 2007,
compared to 6.00% for 2006, and 5.86% for 2005. The
book value of the entire portfolio exceeded its market
value by approximately $6.9 million at December 31,
2007, compared to $2.3 million at December 31, 2006,
and $2.7 million at December 31, 2005.

DEPQSITS AND SHORT-TERM BORROWINGS

The Company's predominate source of funds has been
retail deposit accounts. The Company’s deposit base is
comprised of demand deposits, savings and money market
accounts and other time deposits. The Company’s deposits
are provided by individuals and businesses generally locat-
ed within the principal markets served. More recently, as
the Company has grown its earning assets, it has found it

to be financially advantageous to rely o a greater extent

on wholesale borrowings than rerail deposits. Wholesale
funding tends to be much easier to obtain, more reliable,
and quite often cheaper than retail deposits. Since deposits
are, for our purposes, functionally similar to other forms of
borrowing, there is not a significant difference between
retail deposits and wholesale borrowings in so far as funding
sources for earning assets are concerned. Management will
emphasize one or the other depending on the costs of each
and its outlook as to the future direction of interest rates.

As shown in the following table, average total deposits
grew by 11.7% in 2007, compated o 4.0% in 2006 and
6.0% in 2005. The average aggregate interest rate paid on
deposits was 3.62% in 2007, versus 2.97% in 2006, and
2.26% in 2005, The majority (63%) of the Company’s
deposits are higher yielding time deposits because many of
its customers are individuals who seek higher vields than
those offered on savings and demand accounts.

The following table is a summary of average deposits

and average rates paid:

At December 31, 2007 2006 2005
Average Interest  Average Average Interest  Average Average  Interest  Average
Balance Paid Rate Balance Paid Rate Balance Paid Rate
(In Thousands)
Non-interest bearing demand deposits $ 43,592 $ — —% $ 45466 § — —% $42749 $§ — —%
Incerest bearing demand deposits 59,092 1,306 2.21% 55,101 1,051 1.91% 53,878 604  1.12%
Savings deposits 34,121 512 1.50% 39937 591 1.48% 49,712 622 1.25%
Time deposits 233,312 11,570 4.96% 190,933 8,194 4.29% 172,340 5,965 3.46%
Toral $370,117 $13,388 3.62%  $331,437 $9,836 297%  $318,679 $7.191 2.26%
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The Company does not solicit nor does it have any bro-
kered deposits. The following table is a summary of :time
deposits of $100,000 or more by remaining maturities at
December 31, 2007: .|

Time Deposits >$ 1!00,000

(in Thousands;)

Three months or less $ 13,812
Three to six months 7,947 ’

Six to twelve months 10,501
Over twelve months 39,365
$ 71,625 |

CAPITAL RESOURCES ’

The assessment of capital adequacy depends on a pumber
of factors such as asset quality, liquidity, earnings performance
and changing competitive conditions and economic forces.
The Company seeks to mainrain a streng capital base‘ to sup-
port its growth and expansion activities, to provide stability
to current operations and to promote public confidence.

The Bank's capiral position continues to exceed regula-
tory requirements. The primary indicators relied on by the
Federal Reserve Board and other bank regulators in theasur-
ing strength of capital position are the Tier 1 Capital,!Total
Capital, and Leverage ratios. Tier 1 Capital consists of com-
mon and qualifying preferred stockholders’ equity and
minority inrerests in common equity accounts of consolidat-
ed subsidiaries, less goodwill. Total Capital consists of Tier |
Capital, qualifying subordinared debt, some hybrid capital
instruments and other qualifying preferred stock and a limited
amount of the allowance for loan losses and pre-tax net
unrealized holding gains on certain equity securities. Risk-hased
capital ratios are calculated with reference to risk-weilgh[ed

. , | .
assets, which consist of both on and off-balance sheet risks.

continued

The Bank's Tier | Capital ratio was 12.4% as of
December 31, 2007, compared to 14.1% as of December 31,
2006, 13.3% as of December 31, 2005, compared to 12.3%
at December 31, 2004. The Total Capital rario was 13.2% at
December 31, 2007, compared to 15.1% at December 31,
20086, 14.3% at December 31, 2005, and 13.6% at December
31, 2004. These ratios are in excess of the mandated mini-
mum requirements of 4% for Tier 1, and 8% for Total. The
Leverage ratio consists of Tier 1 capital divided by quarterly
average assets. At December 31, 2007 the Bank’s Leverage
ratio was 9.5% compared to 10.0% at December 31, 2006,
9.6% at December 31, 2005 and 8.7% at December 31,
2004. Each of these exceeds the required minimum leverage
ratio of 4%. The Company, in view of the significant growth
experienced over the past several years and the resulting
impact on various capital ratios, recognized the need for
additional capital to support further expansion or acquisi-
tions and used the proceeds from the issuance of the $5 mil-
lion capital trust preferred securities in December 2003 to

increase the capital position of the Bank.

The following tables show risk based capital ratios and
stockholders equity to total assets for the Company and it's
principal subsidiary, Central Virginia Bank:

Regulatory

December 31, Minimum 2007 2006 2005 2004

Consolidated
Tier 1 risk-based capital  4.0% 12.7% 14.4% 13.5% 13.0%
Total risk-based capital  8.0% 13.5% 153% 145% 14.1%

Leverage ratio 40% 9.7% 107% 98% 9.0%
Stockholders’ equity to

toral assets N/A  T.6% 85% 83% 83%
Central Virginia Bank

Tier 1 risk-based capital 4.0% 12.4% 14.1% 133% 12.5%
Total risk-based capital 8.0% 13.2% 15.1% 143% 13.6%
Leverage ratio 40% 9.5% 10.0% 96% 8.7%
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The capital management function is an ongoing process.
Central to this process is internal equity generation
accomplished by retaining earnings. Total stockholders’
equity decreased by $0.2 million ro $36.9 million from
$37.1 million in 2007 versus 2006 principally due to an
increase in the unrealized securities losses, net of tax,
reflected in accumulated other comprehensive income. By
contrast, shareholders equity increased by $4.18 miilion in
2006 as a result of earnings retention and a decrease in
the unrealized securities losses, net of tax, reflected in
accumulated other comprehensive income. [n 2005 share-
holders equity increased by $1.5 million again due to earn-
ings retention while partially offset by an increase in the
unrealized securities losses, net of tax, reflected in accu-
mulated other comprehensive income. Ar year end 2004
capital increased by $3.0 million again primarily as the
result of earnings retention and improvement in accumu-
lated other comprehensive income. The return on average
equity in 2007 was 10.6% compared to 15.1% in 2006,
{however after adjustment for the nonrecurring gain in
2006, the year's comparable return on equity would be
13.64%), 15.3% in 2005, and 14.9% in 2004,

Total cash dividends of $1,751,165 were paid in 2007
representing 43.9% of net income, compared to
$1,689,562 of dividends paid in 2006 representing 32.8%
of net income; $1,422,057 in dividends representing
28.7% of net income for 2003; and $1,286,688 in divi-
dends representing 29.3% of net income in 2004. Book
value per share was $15.06 ar December 31, 2007 com-
pared to $15.33 at December 31, 2006, $13.71 at
December 31, 2005, and $13.21 at December 31, 2004.

The Company's principal source of cash income is div-
idend payments from the Bank. Certain limitations exist
under applicable law and regulation by regulatory agencies
regarding dividend payments to a parent by its subsidiaries.
As of December 31, 2007 the Bank had $10.6 million of
retained earnings available for distribution to the
Company as dividends without prior regulatory approval;
at December 31, 2006, the Bank had $12.8 million of such

unrestricted retained earnings available for distribution.
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LIQUIDITY AND INTEREST RATE SENSITIVITY

Liquidity. Liquidity is the ability to meet present and future
financial obligations through either the sale or maturity of
existing assets or the acquisition of additional funds through
liability management. Liquid assets include cash, interest-
bearing deposits with banks, federal funds sold, investments
and loans maturing within one year. The Company’s ability
to obtain deposits and purchase funds at favorable rates
determines its liability liquidity. As a result of the
Company’s management of liquid assets and its ability to
generate liquidity through liability funding, management
believes that the Company maintains overall liquidity suffi-
cient to satisfy its depositors’ tequirements and meet its cus-
tomers’ credit needs.

Additional sources of liquidity available to the
Company include, but are not limited to, loan repayments,
the ability to obtain deposits through the adjustment of
interest rates, borrowing from the Federal Home Loan
Bank, purchasing of federal funds from correspondent
banks, and selling securities under repurchase agreements to —
correspondent banks as well as commercial customers. To
further meet its liquidity needs, the Company also has
access to the Federal Reserve System. In the past, growth in
deposits and proceeds from the maturity of investment
securities has been sufficient to fund the net increase in
loans. The Bank, over the past four years, has experienced
23.1% growth in average year to date deposits - from $300.8
million in 2004 to $370.1 million in 2007. During the same
period, the Bank has increased its borrowings 30.4% from
$38.1 million YTD average for 2004 to $49.7 million YTD
average for 2007.

Interest Rate Sensitivity. In conjunction with maintaining
a satisfactory level of liquidity, management must also con-
trol the degree of interest rate risk assumed on the balance
sheet. Managing this risk involves regular monitoring of the
interest sensitive assets relative to interest sensitive liabilities
over specific time intervals.

At December 31, 2007, the Company had a positive 3
month and a negativel2-month period gap position, however
the cumulative gap to the one year point was positive. Since

the largest amount of interest sensitive assets and liabilities
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mature or reprice within 12 months, the Company monitors
this area closely. The Company does not emphasize interest
sensitivity analysis beyond this time frame because it Believes
various unpredictable factors could result in erroneous inter-
pretations. Early withdrawal of deposits, prepayments ‘of
loans and loan delinquencies are some of the factors that
could have such an effect. In addition, changes in rates on
interest sensitive assets and liabilities may not be equael,
which could result in a change in net interest margin.; While
the Company does not match each of its interest sensitive
assets against specific interest sensitive liabilities, it dol‘es seek
to enhance the net interest margin while minimizing éxpo-

sure to interest rate fluctuations.

\
|
EFFECTS OF INFLATION ;
Inflation significantly affects industries having high pro-
|
portions of fixed assets or high levels of inventories.
Although the Company is not significantly affectedin

these areas, inflation does have an impact on the growth
|

continued

of assets. As assets grow rapidly, it becomes necessary to
increase equity capital at proportionate levels to maintain
the appropriate equity to asset ratios. Traditionally, the
Company’s earnings and high capital retention levels have
enabled the Company to meet these needs.

The Company’s reported earnings results have been
affected by inflation, but isolating the effect is difficult.
The different types of income and expense are affected in
various ways. [nterest rates are affected by inflation, but
the timing and magnitude of the changes may not coincide
with changes in the consumer price index. Management
actively monitors interest rate sensitivity, as illustrated by
the Gap Analysis, in order to minimize the effects of infla-

tionary trends on interest rates. Other areas of non-inter-

est cxpenses may be more directly affected by inflation.

The following table summarizes the Company’s inter-

est earning assets and interest bearing liabilities with

respect to the catlier of their contractual repayment date

or nearest repricing date at December 31, 2007:

Ov
i Within 4-12 1-5 5 Yeafsror
(Dollars in Thousands) i 3 Months Months Years Nonsensitive Toual
Earning Assets: ’
Federal funds sold | $ 186 § — b — $ — § 186
Securities available for sale 72,635 38,637 36,439 23,850 171,561
Securiries held to maturity ’ 2,394 474 2,123 1,020 6,011
Loanst!) 107,099 43,563 (69,041 48,674 268,377
Total interest-earning assets ; $182,314 $ 82,674 $107,603 $73.544  $446,135
Funding Sources: ]
Deposits: |
Interest bearing demand | 3 — % 578 % 5,786 $46,288  $ 57,860
Savings ’ _ 26,044 3,255 3,255 32,554
Time deposits, $100,000 and over 13,812 18,448 39,365 — 71,625
Orther time deposits : 32,225 56,762 65,962 — 154,949
Federal funds purchased and securities
sold under repurchase agreements [ 22,238 — — — 22,238
FHLB borrowings : 29,350 15,000 15,000 — 59,350
Capital Trust preferred securities | — 5,155 — — 5,155
Total interest-bearing liabilities I $ 97,625 $127.195 $129,368 $49,543  $403,731
Period gap [ $ 84,689 3 (44,521) $(21,765)  $24,001 $ 42,404
Cumulative gap ! $ 84689 § 40,168 $ 18,403  $42,404
Ratio of cumulative gap to total earning assets I 18.58% 9.00% 4.12% 9.50%

MO the amount of loans due after 12 months, $56.4 million had floating or adjustable rates of interest and $61.3 million had fixed rates of interest.,
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OFF-BALANCE SHEET ARRANGEMENTS

The Company enters into certain off-balance sheet
arrangements in the normal course of business to0 meet the
financing needs of its customers. These off-balance sheet
atrangements include commitments to extend credit and
standby letrers of credir which would impact the
Company's liquidity and capiral resources to the extent
customer’s accept and or use these commitments. These
instruments involve, to varying degrees, clements of credit
and interest rate risk in excess of the amount recognized
in the balance sheer. See Note [3 ro the Consolidated
Financial Statements for further discussion of the nature,
business purpose and elements of risk involved with these
off-balance sheet arrangements. The Company has no
other off-balance sheet arrangements thar have or are rea-
sonably likely ro have a current or future effect on the
Company's finangial condition, changes in financial condi-
tion, revenues or expenses, results of operations, liquidicy,
capital expenditures, or capital resources, that is material

Lo invesrors.

CONTRACTUAL OBLIGATIONS

The following table presents the Company’s contractual
obligations at December 31, 2007 and the scheduled pay-
ment amounts due at various intervals over the nexr five

vears and beyond.

Payment due by period
Less than 13 3-5 More than

Total | year years years 5 years
(Dollars in Thousands)
Capital Trust Preferred
Securities $5000 $5000 $ — % — 5 —
FHLB advances() 59350 14350 5,000 15000 25000
Fotal $64,350 $19,350 $5,000 515000 §15,000

) Federal Home Loan Bank advances generally all callable prior to the maturity date
indicated above. If the advance is callted, the advance can be, at the option of the Bank,
converted to another advance with a different interest structure, while maintaining
the same maturity date. See Note 7 in Notes to Consolidated Financinl Statements.
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FORWARD-LOOKING STATEMENTS

Certain information contained in this discussion and elsewhere
in this filing may include “forward-looking statements” within
the meaning of Section 27A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchange Act of
1934, as amended. These forward-looking statements are gen-
erally identified by phrases such as “the Company expects,”
“the Company believes,” “it is anticipated,” or words of similar
import. Such forward-looking statements involve known and
unknown risks including, but not limited to, changes in general
economic and business conditions, interest rate fluctuations,
competition within and from outside the banking industry,
new products and services in the banking industry, risk inherent
in making loans such as repayment risks and fluctuating
collateral values, problems with technology utilized by the
Company, changing trends in customer profiles and changes
in laws and regulations applicable to the Company. Although
the Company believes that its expectations with respect to the
forward-locking sratements are based upon reliable assumptions
within the bounds of its knowledge of its business and operations,
there can be no assurance that acrual results, performance or
achievements of the Company will not differ materially from
any future results, performance or achievements expressed or

implied by such forward-looking srarements.

CRITICAL ACCOUNTING POLICIES

General. The Company’s financial statements are prepared
in accordance with accounting principles generally accepred
in the United States of America ("GAAP"). The financial
information contained within our statements is, to a signifi-
cant extent, financial information that is based on measures
of the financial effects of transactions and events that have
already occurred. A variety of factors could affecr the ulti-
mate value that is obtained either when earning income,
recognizing an ¢xpense, recovering an asset or relieving a
liability. For example, we may use historical loss factors as
one of the many factors and estimates utilized in determin-
ing the inherent losses that may be present in our loan port-
folic. Actual tosses could differ substantially from the his-
torical factors that we use. In addition, GAAP itself may
change from one previously acceptable method o another
method. Although the economics of our transactions would
be the same, the timing of events that would impact our
transactions could change. A summary of the significant
accounting policies of the Company is set forth in Note 1

to the Company’s consolidated financial statements.
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USE OF CERTAIN NON-GAAP FINANCIAL MEASQRES

[n addition to results presented in accordance with United
States generally accepted accounting principles (GAAP),
we have presented certain non-GAAP financial measures
for the year ended December 31, 2006 throughout fthis
Form-10K, which are reconciled to GAAP financial measures
below. We believe these non-GAAP financial measures
provide information useful to investors in understanding the
Company's performance rrends and facilitate comparisons
with its peers. Specifically, we believe the exc[usion‘ ofa
non-recurring significant gain recognized in a single
accounting periad permits a comparison of results for
ongoing business operations. It is on this basis that we
assess the Company’s performance for 2006 and establish
goals for future periods. Although we believe the non!-GAAP
financial measures presented in this Form 10-K enhance
investors’ understandings of the Company’s performam;:e, these
non-GAAP financial measures should not be consif:]ered a
substitute for GAAP financial measures. ‘
;
l

continued

USE OF CERTAIN NON-GAAP FINANCIAL MEASURES

For theYear Ended December 31, ** 2007 2006
(Dollars in thousands, excepe per share data)
Net Income and Earnings Per Share
Net income {GAAP} A $ 3989 § 5,150

Gain on sale of assets, primarily
the former main office building,
net of income taxes (GAAP) — {500)

Net income, excluding gain on
sale of assets, primarily the

former main office building B $ 3,989 § 4,650

Weighted average shares —

basic {(GAAP) C 2,432,152 2,406,768
Weighted average shares -
assuming dilution (GAAP) D 2,460,621 2,444,239

Earnings per share ~
basic (GAAP) AlC § 1.64 2.14
Excluding gain on sale of
assets, primarily the former
main office building B/IC $ 1.64 § 1.93
Earnings per share —
assuming dilution GAAP  A/D § 162 § 2.11
Excluding gain on sale of

assets, primarily the former
main office building BD § 162 % 1.90

Return on Average Assets

Average assets (GAAP) E  $460,125 $ 409718
Return on average assets GAAP A/E 87% 1.26%
Excluding gain on sale of
assets, primarily the former
main office building B/E 87% 1.13%

Return on Average Equity

Average equity (GAAP) F $§ 37,632 § 34,099

Retum on average equity GAAP  A/F 10.60% 15.10%
Excluding gain on sale of
assets, primarily the former
main office building B/F 10.60% 13.64%

** The letters in this column are provided to show how the various ratios presented in
the Reconciliation of Certain Non-GAAP Financial Measures are calculated.

QUANTITATIVE AND QUALITATIVE DISCLOSURES
ABOUT MARKET RISK

General. An important element of both earnings perfor-
mance and liquidity is the management of our interest-
sensitive assets and our interest-sensitive liabilities maturing or
repricing within specific time intervals and the risks involved
with them. Market risk is the risk of loss arising from adverse
changes in the fair value of financial instruments in response
to changes in interest rates, exchange rates and equity
prices. Our market risk is composed primarily of interest

rate risk. The asset-liability management committee at the
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Bank is comprised of the CEQ, CFQ, Senior Credit Officer
and an independent director, and is responsible for reviewing
the interest rate sensitivity position and establishing policies to
monitor and limit exposures to this risk. Qur board of
directors reviews the guidelines established by the commirtee.
Interest rate risk {s monitored through the use of four
complimentary modeling tools: static gap analysis, dynamic
gap simulation modeling, earnings simulation modeling and
economic value simulation (net present value estimation).
Each of the three simularion models measure changes
under a variety of interest rate scenarios. While each of
the interest rate risk measures has limitations, taken
together they represent a reasonably comprehensive view
of the magnitude of our interest rate risk, the distribution
of risk along the yield curve, the level of risk through time,
and the amount of exposure to changes in certain interest
rate relationships. Static gap, which measures aggregate
repricing values, is less utilized or relied upon, since it does
not effectively capture or measure the optionality charac-
teristics of earning assets and funding sources nor does it
effectively measure the earnings impact of changes in
volumes and mix of these components on us. Earnings
simulation and economic value models, however, which
mote effectively reflect the earnings impact, are utilized by

management on a regular basis.

Earnings Simulation Analysis. We use simulation analysis
to measure the sensitivity of net interest income to changes
in interest rares. The model utilized by the Company
calculares estimated earnings based on projected balances
and rates. This method is subject o the accuracy of the
assumptions that underlie the process, but it provides a
more realistic analysis of the sensitivity of earnings to
changes in interest rates than other analysis such as the
static gap analysis.

Assumptions used in the model, including loan and
deposit growth rates, are derived from seasonal trends and
management’s outlook, as are the assumptions used to
project the yvields and rates for new loans and deposits. All
maturities, calls and prepayments in the securities portfolio
are assumed to be reinvested in like instruments. Morrgage
loans and mortgage backed securities prepayment assump-
tions are based on industry estimates of prepayment speeds
for portfolios with similar coupon ranges and seasoning.
Different interest rate scenarios and yield curves are used
o measure the sensitivity of earnings to changing interest

rates. Interest rates on different asset and [iability accounts
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move differently when the prime rate changes and are
accounted for in the different rate scenarios.

The following table represents the interest rate sensitivity
of our net interest income {net interest income at risk)
on a 12-month horizon using different rate scenarios as of
December 31, 2007. There have been no material changes in
quantitative and qualitative disclosures about market risk since
this information was developed using December 31, 2007 data.

Cumulative Percentage ~ Cumulative Dollar
Change in Change in

Change in Yield Curve Net Interest Income Net Interest [ncome
(Deflars in Thousands)
+ 300 basis points 4.4% $1,29
+ 200 basis points 6.4% 087
+ 100 basis points 4.8% 737
Base — —
—100 basis points - 6.8% -1,046
—200 basis points -14.5% -2,242
—300 basis points —20.4% ~3,167

Economic Value Simulation. We use economic value
simulation to calculate the estimated fair value of assets
and liabilities under different interest rate environments.
Economic values are calculared based on discounted cash
flow analysis. The economic value of equity is the eco-
nomic value of all assets minus the economic value of all
liabilities. The change in economic value of equity over
different rate environments is an indication of the longer
term repricing risk in the balance sheer. The same assump-
tions are used in the economic value simulation as in the
earnings simulation.

The following chart reflects the change in net market
value of equity, {economic value of equity at risk), by using
December 31, 2007 daca, over different rate environments

with a one-year horizon.

Cumulative Percentage  Cumulative Dollar

Change in Econemic Change in Economic
Change in Yield Curve Value of Equity Value of Equity
{Dollars in Thousands}
+ 300 basis points —6.1% $-2,121
+200 basis points 2.0% 674
+ 100 basis points 5.0% 1,721
Base — —
—100 basis points - 11.6% ~ 4,003
—200 basis points -14.5% -5015
—300 basis points -17.8% -6,163
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Management of the Interest Sensitivity Gap. The interest
sensitivity gap is the difference berween interest»sensitfive
assets and interest-sensitive liabilities maturing or repr;icing
within a specific time interval. The gap can be managed by
repricing assets or liabilities, selling investment securities,
replacing an earning asset or funding liability prior to maturity,
or by adjusting the interest rate during the life of an asset or
liability. Matching the amounts of assets and liabilities repricing
in the same time interval helps to hedge the risk and minimize
the impact on net income due to changes in market interest
rates. We evaluate interest rate risk and then formulate
guidelines regarding asset generation and pricing, funding
sources and pricing, and off-balance sheet commitments in
order to decrease sensitivity risk. These guidelines are based
upon management’s outlook regarding future interest rate
movements, the state of the regional and national economy,
and other financial and business risk factors.

Qur asset-liability management committee reviews
deposit pricing, changes in borrowed money, investml:nt and
trading activity, loan sale activities, liquidity levels a:nd the
Company's overall interest sensitivity. The actions ¢f the
committee are reported to the board of directors regularly.
The periodic monitoring of interest rate risk, invesm‘ﬂent and
trading activity, deposit pricing, funding and liquidity! along
with any other significant transactions are managed by the
Chief Financial Officer of the Bank with input from dther
commniittee members. l

The above table summarizes the Company's dynamic
gap model. The dynamic gap model acrempts to forecast the
cumulative difference between the maturity and repr:icing
characteristics of interest sensitive assets and interest sensitive
liabilities measured at various time intervals as well as under

various interest rate scenarios

Value

[ndex

continued

Cumulative Gap as a Percentage of Assets

Time Horizon Time Horizon Time Horizon

Change in Yield Curve  0-30 Days 0-180 Days  0-365 Days
+300 basis points 3.5% 1.2% -1.8%
+200 basis points 3.6% 1.5% -1.3%
+ 100 basis points 4.3% 6.6% 4.1%
Base 6.8% 12.2% 12.2%
—100 basis points 9.6% 20.0% 20.2%
-20C basis points 10.1% 22.1% 22.7%
—300 basis points 10.4% 23.1% 23.8%

TOTAL RETURN PERFORMANCE

225

200

75 02 03 04 05 06 Q7
Period ending December 31, 2002 2003 2004 Z005 2006 2007
Index 7

Central Va, Bankshares, Inc.  100.00 £71.12 201.88 [99.11 201.85 ,146.20
NASDAQ Composite 100.00 15001 162.89 163.13 180.85 1198.60
SNL Southeast Bank Index  100.00 12558 148.92 152.44 178.75 :134.65

The table below lists the Company’s quarterly perfo’rmance for the years ended December 31, 2007 and 2006.

Summary of Financial Results By Quarter I 2007 2006

Dec3l  Sep30 Jun30  Mar3l Dec3l  Sep30 Jun 30 Mar 31

{Dollars In Thousands)

Interest income $7,920 §7,864 57,579 §7,250 $7.144 $ 6,840 $6680 $6,308
Incerest expense 4,165 4,021 3,921 3,695 3,432 3,055 2,844 2,572
Net interest income 3,755 3,843 3,658 3,655 3,712 3,785 3,836 3,736
Provision for loan losses 180 —_ —_ —_ — — _ _
Non-interest income 1,020 B8O 840 802 002 832 1,670 972
Non-interest expense 3,312 3,312 3,194 3,320 3,083 3,178 3,354 3,041
[ncome before applicable income taxes 1,283 1,411 1,304 1,037 1,531 1,439 2,152 1,667
Applicable income taxes 274 304 281 187 370 312 589 369
Net Income $1,009 $1,107 $1,023 $ 850 $ 1,161 $1,127 $1564 51,298
Net income per share, basic $041 $046 5 042 $035 $ 048 5 047 $ 065 % 054
Ner income per share, diluted $041 $ 045 5 042 $0.35 $ 048 $ 0.46 $ 064 $ 053

.
|
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December 31, 2007 2006
ASSETS
Cash and due from banks $ 10,176,944 $ 9,563,381
Federal funds sold 186,000 30,242,000
Total cash and cash equivalents 10,362,944 39,805,381
Securities available for sale at fair value 171,561,070 157,253,773
Securities held to maturity at amortized cost (fair value 2007 $6,150,888;
2006 $8,450,928) 6,011,191 8,269,965
Total securities 177,572,261 165,523,738
Loans held for sale 2,477,217 192,400
Loans:
Commergial 48,254,914 40,683,336
Real Estate: Mortgage 106,394,103 78,986,039
Home equity 13,863,076 10,795,899
Construction 87,127,000 68,204,002
Bank cards 910,607 893,973
Installment 9,350,397 8,999,540
Less unearned income {51,460) (55,593}
Loans, net of unearned discount 265,848,637 208,507,196
Allowance for loan losses (2,912,082) (2,889,496)
Loans, net 262,936,555 205,617,700
Bank premises and equipment, net 10,352,300 10,591,743
Accrued interest receivable 3,034,357 2,685,888
Other assets 18,485,470 13,118,380
Total other assers 31,872,127 26,396,011

Total Assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Liabilities:
Deposits:
Non-interest bearing demand deposits
Interest bearing demand deposits, MMDA, and NOW accounts
Savings deposits
Certificates of deposit
Certificates of deposit $100,000 and over

Total deposits

Federal funds purchased and securities sold under repurchase agreements
FHLB borrowings
Capital trust preferred securities

Total borrowings

Accrued interest payable
Crcher liabilities

Total liabilities

Commitments and Contingencies
Stockholders’ Equity

Common stock, $1.25 par value; 6,000,000 shares authorized, 2,447,116 and

2,419,293 shares issued and outstanding in 2007 and 2008, respectively
Surplus
Retained earnings
Accumulated other comprehensive (loss), net

Total stockholders’ equity
Total Liabilities and Stockholders’ Equiry

See Notes to Consolidated Financia! Statements.

$ 485,221,104

5 437,535,230

$ 41,772,145 $ 42,396,257
57,860,133 537,737,121
32,553,872 38,745,115

154,949,233 154,476,186
71,625,144 64,638,800
358,760,527 357,993,479
22,237,530 64,500
59,350,000 35,000,000
5,155,000 5,155,000
86,742,530 40,219,500
726,025 628,941
2,127,938 1,607,364
448,357,020 400,449,284
3,058,895 3,024,117
14,792,997 14,329,239
23,633,722 21,396,176
{4,621,530) (1,663,586)
36,864,084 37,085,946

$ 485,221,104

$ 437,535,230
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Years Ended December 31, ! 2007 2006 2005
Interest income: '
Interest and fees on loans ' $ 19,505,965 $ 17,283,586 $ 13,609,704
Interest on securities and federal funds sold:
LS. Treasury securities | — 5,369 —
1.5, government agencies and corporations 5,741,234 4,488,877 4,108,892
States and political subdivisions | 965,663 1,052,826 1,440,620
Corporate and other ' 3,887,347 3,846,148 3,787,502
Federal funds sold I 513,162 295,545 72,341
11,107,406 9,688,765 §,409,355
Total interest income 30,613,371 26,972,351 23,019,059
Interest expense:
Inrerest on deposits 13,387,997 0,836,260 7,190,999
Interest on borrowings:
Federal funds purchased and securities sold |
under repurchase agreements 404,818 183,964 95,914
FHLB borrowings ‘ 1,594,808 1,479,631 1,018,382
Capital trust preferred securities { 414,414 402,867 311,531
‘ 2,414,040 2,066,462 1,425,827
‘Total interest expense 15,802,037 11,902,722 8,616,826
Net interest income ! 14,811,334 15,069,629 14,402,233
Provision for loan losses ' 180,000 — 203,000
Net interest income after provision for lan losses 14,631,334 15,069,629 14,199,233
Neon-interest income |
Deposit fees and charges 1,852,956 1,863,372 1,227,076
Bank card fees : 471,160 412,724 362,901
Increase in cash surrender value of life insurance 360,385 211,390 280,607
Secondary mortgage market loan fees | 128,451 260,946 241,980
Investment and insurance commissions 380,025 325,156 284,772
Net realized gains on sale of securities available for sale 109,548 181,481 380,852
Net realized gains on sale of assets —_ 757,416 —
Other 239,529 363,543 337,809
3,542,054 4,376,028 3,115,997
Non-interest expenses: :
Salaries and wages 5,513,696 5,347,638 4,595,603
Pensions and other emplovee benefits 1,973,184 1,792,745 1,681,245
Occupancy expense 649,689 660,897 550,739
Equipment depreciation 643,395 132,157 679,498
Equipment repairs and maintenance 408,127 374,110 323,125
Advertising and public relations 451,986 372,228 259,094
Federal insurance premiums | 42,312 40,567 42,140
Office supplies, telephone, and postage 525,705 566,588 599,030
Taxes and licenses [ 295,035 261,640 268,672
Legal and professional fees 389,498 267,395 199,723
Consulting fees ! 297,961 305,163 281,912
Orher operating expenses l 1,947,771 1,935,384 1,474,122
| 13,138,359 12,656,512 10,954,903
Income before income taxes i 5,035,029 6,789,145 6,360,327
Income taxes | 1,046,318 1,639,143 1,405,159
Net income $ 3,988,711 $ 5,150,002 $ 4,955,168
Basic earnings per share s 1.64 $ 2.14 $ 2.08
Diluted earnings per share $ 1.62 5 2.11 b 2.04

See Notes to Consolidared Financial Statements.




CONSOLIDATED STATEMENTS OF CHANGES IN
STOCKHOLDERS EQUITY

Central Virginia Bankshares, Inc.

Accumulated
Other

Common Retained  Comprehensive Comprehensive
Years Ended December 31, 2007, 2006, and 2005 Stock Surplus Earnings Income (Loss), net Income Toral
Balance, December 31, 2004 $2,827,145 $10.417,162 § 17,582,993 $ 553,646 —  $ 31,380,946
Comprehensive income:
Net income — — 4,955,168 — 4,955,168 4,955,168
Other comprehensive income, net of tax:
Unrealized holding losses on securities available for
sale arising during the period, net of deferred
income taxes of $1,170,861 — — —  (2,268,582) (2.268,582) (2,268,582}
Less reclassification adjustment for gains on securities
available for sale included in net income, net of
deferred income taxes of $132,912 _ — — (247,940)  (247,940) (247,940)
Total comprehensive income $2,438,646
[ssuance of common stock:
14,466 shares pursuant to exercise of scock options 18,084 161,815 — — 179,899
Income tax benefit of deduction for tax purposes
artributable to exercise of stock options - 66,880 — — 66,880
9,434 shares pursuant to dividend reinvestment plan 11,794 252,863 — — 264,657
Cash dividends declared, $.625 per share —_ — (1,422,051 —_ {1,422,057)
Balance, December 31, 2005 $2,857,023 510,898,720 $21,116,104 $(1,962,870) $32,908,971
Comprehensive income:
Net income — — 5,150,002 — 5,150,002 5,150,002
Other comprehensive income, net of tax;
Unrealized holding losses on securities available for
sale arising during the period, net of deferred
income taxes of $215,700 —_ — — 419,067 419,067 419,067
Less reclassification adjustment for gains on securities
available for sale included in net income net of
deferred income taxes of $61,704 -— — — (119,777 (119,777) (119,777)
Total comprehensive income $5,449,192
Issuance of common stock:
9,407 shares pursuant to exercise of stock options 11,758 97,854 — — 109,612
Income tax benefit of deduction for tax purposes
atiributable to exercise of stock options — 42,196 — — 42,196
14,219 shares pursuant to a 5% stock dividend 142,774 3,031,372 (3,174,146) — —
10,049 shares pursuant o dividend reinvestment plan 12,562 259,097 — — 271,659
Payment for 223 fracrional shares of common srock — — (6,222} — (6,222)
Cash dividends declared, $.71 per share — —  (1,689,562) — {1,689,562)
Balance, December 31, 2006 $ 3,024,117 $14,329,239 $21,396,176 §$ (1,603,586) $37,085,946
Comprehensive income:
Net income — — 3,988,711 — 3,988,711 3,988,711
Other comprehensive income, ner of tax:
Unrealized holding losses on securities available for
sale arising during the period, net of deferred
income taxes of $1,490,693 - - — (2,885,785)(2,8865,785) (2,885,785)
Less reclassification adjustment for gains on securities
available for sale included in net income net of
deferred income taxes of $37,389 — — — (72,159} (72,159) (72,159)
Total comprehensive income $1,030,767
Issuance of common stock:
14,512 shares pursuant 1o exercise of stock options 18,140 147,526 _ —_ 165,666
Income tax benefit of deduction for tax purposes
ateributable to exercise of stock options —_ 52,588 —_ —_ 52,588
13,311 shares pursuant to dividend reinvestment plan 16,638 263,644 —_ — 280,282
Cash dividends declared, $.72 per share —_ — {1,751,165) —_ (1,751,165)
Balance, December 31, 2007 53,058,895 §14,792,997 $23,633,722 §(4,621,530) $36,864,084

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEM;ENTS OF CASH FLOWS

Central Virginia Bankshares, Inc. i

Years Ended December 31, 2007 2006 2005
Cash Flows From Operating Activities "
Net Income | $ 3,988,711 $ 5,150,002 $ 4,955,168
Adjustments to reconcile net income ’
to ner cash provided by operating activities:
Depreciation ' 849,185 933,505 830,973
Amortization | 37,178 37,177 37,177
Deferred income raxes { (158,392) (60,128) {38,342)
Provision for loan losses | 180,000 — 203,000
Amortization and accretion on securities ' 24,848 46,016 150,940
{Gain) loss on valuation of Swap Agreement; 29,379 23,962 {126,255)
Realized gain on sales of securities available for sale (109,548} (181,481) (380,852)
{Gain) loss on disposal of premises and equipment - (757,416) —
Increase in cash value, life insurance (360,385} (212,870 (282,087)
Change in operating assets and liabilities:
{(Increase) decrease in assets:
Loans held for sale ‘ (2,284,817) 717,400 354,375
Accrued interest receivable (348,469) (43,846} (344,632)
Other assets ' 257,229 207,674 546,768
Increase in [iabilities !
Accrued interest payable | 97,084 111,824 100,648
Other liabilities ! 554,888 234,680 404,755
Net cash provided by operating acrivitﬁes 2,756,891 6,206,500 6,411,636
|
Cash Flows From Investing Activities I
Proceeds from calls and maturities of securities held to marurity 2,259,500 205,400 204,000
Proceeds from calls and maturities of securities available for sale 15,191,940 7,715,891 13,215,000
Proceeds from sales of securities available for sale 7,202,636 11,418,118 33,605,230
Purchase of securities available for sale ! {41,103,925) (18,676,148) (47,233,618)
Net increase in loans made to customers ’ {57,498,855) (10,977,144) (17,610,001)
Proceeds from sale of assets — 879,648 —
Net purchases of premises and equipment i (609,742) (687,886) (3,596,572)
Purchase of bank owned life insurance ’ (2,578,163) — —_
Acquisition of other assets ! (1,047,580} (292,050} (27,800)
Net cash (used in) investing activitiesf (78,184,189) (10,354,171) (21,443,761)
Cash Flows From Financing Acrivities !
Net increase (decrease) in demand deposits, MMDA, NOW,
and savings accounts \ {6,692,343) (8,021,182) (1,971,881
Ner increase in time deposits 7,459,391 43,785,713 14,253,860
Net increase (decrease) in federal funds purchased and
securities sold under repurchase agreements, 22,173,030 {4,625,500) 3,693,000
Net proceeds on FHLB borrowings 24,350,000 4,500,000 —
Net proceeds from issuance of common stock 445,948 381,271 444,556
Payment for purchase of fracticnal shares of common stock —_ {6,222) —
Dividends paid ! {1,751,165) (1,689,562) (1,422,057)
Net cash provided by financing acrivities 45,984,861 34,324,518 14,997,478
!
Increase {Decrease) in cash and cash equivalents (29,442,437) 30,176,847 (34,647)
Cash and cash equivalents, beginning 39,805,381 9,618,534 9,663,181
Cash and cash equivalents, ending ‘ $ 10,362,944 $ 39,805,381 $ 9,628,534
Supplemental Disclosures of Cash Flow Information
Interest paid $ 15,704,953 $ 11,790,898 $ 8,529,345
Income taxes paid I $ 1,064,138 3 1,723,676 $ 1,041,440
Supplemencal Disclosures of Noncash [nvesting and Financing Activities
Unrealized gain (foss) on securities available for sale $ (4,486,026) 3 453,285 $(3,820,295)

See Notes 1 Consolidated Financial Statements. ’
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1| SIGNIFICANT ACCOUNTING POLICIES

Principles of consolidation: The accompanying consolidated
financial statements include the accounts of Central Virginia
Bankshares, Inc., and its subsidiaries, Central Virginia Bank,
including its subsidiary, CVB Title Services, Inc. and Central
Virginia Bankshares Statutory Trust [. Al significant inter-
company transactions and balances have been eliminated in
consolidarion. FASB Interpretation No. 46 (R) requires that
the Company no longer eliminate through consolidation the
equity investment in Central Virginia Bankshares Scatutory
Trust [ by the parent company, Central Virginia Bankshares,
Inc., which equaled $155,000 at December 31, 2007. The
subordinared debt of the Trust is reflected as a liabilicy on the
Company's balance sheet.

The consolidated financial statements have been prepared

in conformity with U.S. generally accepted accounting principles.

Restatement of Prior Years: The consolidated financial state-
ments for the year ended 2005 have been restated to remave
the effecr of hedge accounting for the Company's interest rate
swap on its trust preferred sccurities issued in December 2003,
The Company has determined, following the review and
analysis of SFAS 133, that the application of the shortcut
method of accounting is only permissible in cases where all of
the relevant terms of the hedped instrument are mirrored in the
corresponding hedge. The interest payment deferral option in
the Company's trust preferred securities was not mirrored in
the interest rate swap, as well as shortcut accounting only being
permitted for put and call options that are mirrored in the
hedged item and the swap. Therefore, the transaction did not
meet all the requirements of SFAS 133, paragraph 68.
Accordingly, the Company has removed the effect of hedge
accounting from its prior year's financial statements, and
made the appropriate adjustments in its subsequent financials.
" The Company has conducted an analysis and evaluation of
the impact of this misstatement and has concluded the impact of
the adjustments to be immaterial, and has made all the appro-
priate adjustments to the prior periods presented herein.

Nature of operations: Central Virginia Bankshares, Inc. {the
“Company”) is a one bank holding company headquartered in
Powhatan County, Virginia. The Company's subsidiary,
Central Virginia Bank, (the “Bank”™) provides a varicty of
financial services to individuals and corporate customers
through its seven branches located in the Virginia counties of
Powhatan, Chesterfield, Henrico, and Cumberland. The
Bank's primary deposit products are checking accounts, savings
accounts, and certificates of deposit. Its primary lending
praducts are residential mortgage, construction, installment,
and commercial business loans.

Central Virginia Bankshares, Inc.

Central Virginia Bank's subsidiary, CVB Title Services,
Inc., is a corporation organized under the laws of the
Commonwealth of Virginia. CVB Title Services' primary
purpose is to own membership interests in two insurance-

related limited liability companies.

Use of estimates: The preparation of financial statements
in conformity with U.S. generally accepted accounting prin-
ciples requires management to make estimates and assump-
tions that affect the reported amounts of assets and liabili-
ties and disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts
of revenues and expenses during the reporting period.
Actual resules could differ from those estimates.

Material estimates that are particularly susceptible to
significant change in the near term relate to the determina-
tion of the allowance for loan losses, the valuation of fore-
closed real estate and deferred tax assets.

A majority of the Bank’s loan portfolio consists of single-
family residential loans in the Virginia counties of Powhatan,
Chesterfield, Henrico, and Cumberland. There is also a sig-
nificant concentration of loans to builders and developers in
the region. Accordingly, the ultimate collectibility of a sub-
stantial portion of the Bank’s loan portfolio and the recovery
of a substantial portion of the carrying amount of foreclosed
real estate are susceptible to changes in local market conditions.

While management uses available information to rec-
ognize losses on loans and foreclosed real estate, future
additions to the allowance may be necessary based on
changes in local economic conditions. In addition, regulato-
1y agencies, as an integral part of their examination process,
periodically review the Bank's allowance for loan losses and
foreclosed real estate. Such agencies may require the Bank
ta recognize additions to the allowance based on cheir judg-
ments about information available to them at the time of
their examination. Because of these factors, it is reasonably
possible that the allowance for loan losses and foreclosed

real estare may change marerially in the near rerm.

Cash and cash equivalents: For purposes of reporting the
consolidated statements of cash flows, the Company includes
cash on hand, amounts due from banks, federal funds sold
and all highly liquid debt instruments purchased with a
maturity of three months or less as cash and cash equivalents
on the accompanying consolidated balance sheets. Cash
flows from deposits and loans are reported net.

The Bank maintains cash accounis with other commercial
banks. The amount of these deposits at December 31; 2007
exceeded the insurance limit of the FDIC by $1,571,842.
The Bank has not experienced any losses in such accounts.
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The Bank is required to maintain average reserve anc:i clear-
ing balances in cash or on deposit with the Federal R%zserve
Bank. The total of these balances was approximately
$4,066,000 and $3,840,000 at December 31, 2007 anld
2006, respectively. ’

Securities: Securities are classified as “held to maturity”
when management has the intent and the Company h:%s the
ability at the time of purchase to hold them undl maturity or on
a long-term basis. These securities are carried at cost aclljusted
for amortization of premium and accretion of discount, com-
puted by the interest method over their contractual lives.
Sales of these securities are generally not permitred, however
if a sale occurs, gains and losses on the sale of such securities
are determined by the specific identification method. |
Securities to be held for indefinite periods of time; which
may be to maturity or which may be sold as needs ariser, are
classified as “available for sale” and accounted for at market
value on an individual basis. These include securities used as
part of the Company's asset/liability management strategy and
may be sold in response to changes in the Bank’s liquiéiity
requirements due to increases in loan demand, change; in
interest rates, prepayment risk, the need or desire to increase
capital, to satisfy regulatory requirements and other similar
facrors. Unrealized gains or losses are reported as increases or
decreases in accumulated other comprehensive income, a
component of stockholders’ equity, net of the related deferred
rax effect. Realized gains and losses of securities available for
sale are included in net securities gains (losses) based on the
specific identification method. [
Trading securities, which are generally held for the short
term in anticipation of market gains, are carried at fair value.
Realized and unrealized gains and losses on trading ac!count
assets are included in interest income on trading account
securities. The Company held no trading securities during the
years ended December 31, 2007 and 2006. '
Significant declines for extended periods of time in the
fair value of individual securities classified as either held to
maturity or available for sale below their amortized cost are
evaluated quarterly by the Company to ascertain if the impair-
ment is other than temporary. Should the conclusion be the
impairment is other than temporary, the securities carrying
value will be adjusted down to their fair value with the result-

ing write-downs included in current earnings as reaiizled losses.
|

Mortgage loans held for sale: Mortgage loans origi;nated
and held for sale in the secondary market are reported at
the lower of cost or marker determined on an aggregate
basis. The Bank does not rerain mortgage servicing;rights on
loans held for sale. Substantially all mortgage loansfheld for
sale are pre-sold to the Bank's mortgage correspondents. All

sales are made without recourse. ’

continued

United States SBA Loan Certificates held for sale: The
Company, through a business arrangement with Community
Bankers Securities (“CBS™), provides temporary short-term
financing for United States Government Small Business
Administrarion Guaranteed Interest Certificares (“Certificates™)
until such times as the Certificates can be aggregated into a
LS. Small Business Adminiscration Guaranreed Loan Pool
(“Pool”) by CBS. Upon assembling the requisite number of
Certificates that aggregate the desired principal amount and
yield, CBS repurchases the Certificates from the Bank,
transferring them to the exclusive Fiscal and Transfer Agent
(“FTA") receiving in exchange, a security backed by the
pool of Certificates, which is then sold by CBS to the end
investor. As the Certificates represent the guaranteed portion
of SBA loans, they are reported as loans held for sale and

carried at their fair market value.

Rate lock commitments: The Company enters into commit-
ments to originate loans whereby the interest rate on the loan
is determined prior to funding (rate lock commitments). Rate
fock commitments on mortgage loans that are intended to be
sold are considered to be derivatives. Accordingly, such com-
mitments, along with any related fees received from potential
borrowers, are recorded at fair value in derivative assets or lia-
bilities, with changes in fair value recorded in the ner gain or
loss on sale of mortgage loans. Fair value is based on fees cur-
rently charged to enter into similar agreements, and for fixed-
rate commitments, also considers the difference between cur-

rent levels of interest rates and the committed rates.

Loans: Loans are stated at the amount of unpaid principal,
reduced by unearned discount and an allowance for loan losses.

Unearned interest on discounted loans is amortized
to income over the life of the loans, using the interest
method. For all other loans, interest is accrued daily on
the outstanding balances.

Loans that management has the intent and ability 1o
hold for the foreseeable future or until macurity of pay-off
generally are reported at their outstanding unpaid principal
balances adjusted for charge-offs, the allowance for loan loss-
es, and any deferred fees or costs on originated loans.
Interest income is accrued on the unpaid principal balance.

Loan origination and commitment fees and certain direct
loan origination costs are being deferred and the net amount
amortized as an adjustment of the related yield. The Bank is
amortizing these amounts over the average conrractual life.

Loan origination fees, net of certain direct origination
costs, are deferred and recognized as an adjustment of the

related loan yield using the interest method.




continued

The accrual of interest on mortgage and commercial
loans is discontinued at the time the loan is 90 days past due
unless the credit is well-secured and in process of collection.
Credit card loans and other personal loans are typically
charged off no later than 180 days past due. Past due status
is based on contractual terms of the loan. In all cases, loans
are placed on nonaccrual or charged-off ar an earlier date if
collection of principal or interest is considered doubtful.

All interest accrued but not collected for loans that are
placed on nonaccrual or charged off is reversed against inter-
est income. The interest on these loans is accounted for on
the cash-basis or cost-recovery method, until qualifying for
return to accrual. Loans are returned to accrual status when
all the principal and interest amounts contractually due are

brought current and future payments are reasonably assured.

Allowance for loan losses: The allowance for loan losses is
established as losses are estimated to have occurred through
a provision for loan losses charged to earnings. Loan losses
are charged againsr the allowance when managemene
believes the uncollectibility of a loan balance is confirmed.
Subsequent recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated on a regular
basis by management and is based upon management's peri-
odic review of the collectibility of the loans in light of his-
torical experience, the nature and volume of the loan port-
folio, adverse situations that may affect the borrower's abili-
ty to repay, estimated value of any underlying collateral and
prevailing economic condirions. This evaluation is inherently
subjective as it requires estimates that are susceptible to sig-
nificant revision as more information becomes available.

The allowance consists of specific, general and unallo-
cated components. The specific component related to loans
thar are classified as either doubtful, substandard or special
mention. The general component covers non-classified
loans and is based an historical loss experience adjusted for
qualitative factors. An unallocated component is maintained
to cover uncertainties that could affect management's esti-
mate of probable losses. The unallocated component of the
allowance reflects the margin of imprecision inherent in the
underlying assumptions used in the methodologies for esti-
mating specific and general losses in the portfolio.

A loan is considered impaired when, based on current
information and events, it is probable that the Bank will be
unable to collect all amounts due according to the contrac-
tual terms of the loan agreement. Factors considered by
management in determining impairment include payment

status, collareral value, and the probability of collecring
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scheduled principal and interest payments when due. Loans
that experience insignificant payment delays and payment
shortfalls are not classified as impaired. Management deter-
mines the significance of payment delays and payment
shortfalls on a case-by-case basis, taking into consideration
all of the circumstances surrounding the loan and the bor-
rower, including the length of the delay, the reasons for the
delay, the borrower's prior payment record, and the amount of
the shortfall in relation to the principal and interest owed.
Impairment is measured on a loan-by-lean basis for com-
mercial and construction loans by either the present value of
expected future cash flows discounted at the loan's effective
interest rate, the loan's obtainable marker price, or the fair
value of the collateral if the loan is collateral dependent.
Large groups of smaller balance homogenous loans are
collectively evaluated for impairment. Accordingly, the
Bank does not separately identify individual consumer and
residential loans for impairment disclosures, unless such

loans are the subject of a restructuring agreement.

Bank premises and equipment: Land is carried at cost.
Bank premises and equipment are stated at cost less accu- 33
mulated depreciation. Expenditures for betterments and

major renewals are capitalized and ordinary maintenance and

repairs are charged to operations as incurred. Depreciation

is not recognized on branches or banking facilities pur-

chased or constructed until the facility is occupied and open

for business. Depreciation is computed using the straight-

line method over the following estimated useful lives.

Years
Buildings and improvements 5-39
Furniture and equipment 1-10

Foreclosed real estate: Foreclosed real estate represents
properties acquired through foreclosure or other proceedings.
Foreclosed real estate is held for sale and is recorded at the
lower of the recorded amount of the loan or fair value of the
properties less estimated costs of disposal. Any write-down to
fair value at the time of transfer (o foreclosed real estate is
charged to the allowance for loan losses. Property is evaluated
regularly to ensure the recorded amount is supported by its
current fair value and valuation allowances to reduce the car-
rying amount to fair value less estimated costs to dispose. At
December 31, 2007 and 2006, there was no foreclosed real estate.

Public relations and marketing costs: Public relarions and
marketing cost are generally expensed over the period of the

pramotion for which a marketing campaign occurs.
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Intangible assets: Intangible assets, which for the Banlk ate
the cost of acquired customer accounts, are amortized on a

straight-line basis over the expected periods of benefit.

Income taxes: The provision for income taxes relates' to
items of revenue and expenses recognized for financial
accounting purposes. The actual current liability may be
more or less than the charge against earnings due to Ithe
effect of deferred income taxes. !

Deferred taxes are provided on a liability method whereby
deferred tax assets are recognized for deductible temiaorary
differences and operating loss and tax credit carryforwards
and deferred tax liabilities are recognized for taxable/tempo-
rary differences. Temporary differences are the differelences
between the reported amounts of assets and liabilities and
their tax bases. Deferred tax assets are reduced by a valua-
tion allowance when, in the opinion of management; it is
more likely than not that some portion or all of the cliefcrred
tax assets will not be realized. Deferred tax assets an‘d liabil-
ities are adjusted for the effects of changes in tax lav{:s and
rates on the date of enacement.

When tax returns are filed, it is highly certain that some
positions taken would be sustained upon examination by the
taxing authorities, while others are subject to uncertainty
about the merits of the position taken or the amount of the
position that would be ultimarely sustained. The benefic of a
tax position is recognized in the financial statcments| in the
period during which, based on all available evidence:, man-
agement believes it is more likely than not that the ?Dsition
will be sustained upon examination, including the resolution
of appeals or litigation processes, if any. Tax positionls taken
are not offset or aggregated with other positions. Tax positions
that meet the more-likely-than-not recognition threishold
are measured as the largest amount of tax benefit that is
more than 50 percent likely of being realized upon seittlement
with the applicable raxing authority. The portion of the benefits
associated with tax positions taken that exceeds thel amount
measured as described above is reflected as a liabilicy for
unrecognized tax benefits in the accompanying balanée sheet
along with any associated interest and penalties tha;t would
be payable to the taxing authorities upon examinarion.

Interest and penalties associated with unrecognized tax
benefits are classified as additional income taxes in the

. ]
statement Of ncome. l

continued

Recent accounting pronouncements: In September 2006,
the Financial Accounting Standards Board (FASB) issued
Statement of Financial Accounting Standards No. 157,
“Fair Value Measurements” (SFAS 157). SFAS 157 defines
fair value, establishes a framework for measuring fair value
in generally accepred accounting principles, and expands
disclosures about fair value measurements. SFAS 157 does
not require any new fair value measurements, but rather,
provides enhanced guidance to other pronouncements that
require or permir assets or liabilities to be measured at fair
value. This Statement is effective for financial statements
issued for fiscal years beginning after November 15, 2007
and interim periods within those years. The FASB has
approved a one-year deferral for the implementation of the
Statement for nonfinancial assets and nonfinancial liabilities
that are recognized or disclosed at fair value in the financial
statements on a nonrecurring basis. The Company does not
expect the implementation of SFAS 157 to have a material
impact on its consolidared financial statements.

In February 2007, the FASB issued Statement of
Financial Accounring Srandards No. 159, “The Fair Value
Option for Financial Assets and Financial Liabilities” (SFAS
159). This Statement permits entities to choose to measure
many financial instruments and cerrain other irems at fair
value. The objective of this Statement is to improve finan-
cial reporting by providing entities with the opportunity w
mitigate volatility in reported earnings caused by measuring
related assets and liabilities differently without having to
apply complex hedge accounting provisions. The fair value
option established by this Statement permits all entities to
choose to measure eligible items at fair value at specified
election dates. A business entity shall report unrealized
gains and losses on items for which the fair value option has
been elected in earnings at each subsequent reporting date.
The fair value option may be applied instrument by instru-
ment and is irrevocable. SFAS 159 is effective as of the
beginning of an entity’s first fiscal year that begins aiter
November 13, 2007, with early adoption available in certain
circumstances. The Company does not expect the imple-
mentation of SFAS 159 to have a material impact on its
consolidated financial statements.

In December 2007, the FASB issued Statement of
Financial Accounting Standards No. 141(R), “Business
Combinations” (SFAS 141({R)). The Standard will signifi-
cantly change the financial accounting and reporting of

business combination transactions. SFAS 141(R) establishes
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principles for how an acquirer recognizes and measures the
identifiable assets acquired, liabilities assumed, and any
noncontrolling interest in the acquiree; recognizes and mea-
sures the goodwill acquired in the business combination or a
gain from a bargain purchase; and determines what informa-
tion to disclose to enable users of the financial statements
to evaluate the nature and financial effects of the business
combination. SFAS 141(R) is effective for acquisition dates
on or after the beginning of an entity's first year that begins
after December 15, 2008. The Company does not expect
the implementation of SFAS 141(R) to have a material
impact on its consolidated financial statements.

In December 2007, the FASB issued Statement of
Financial Accounting Standards No. 160, “Noncontrolling
Interests in Consolidated Financial Statements an
Amendment of ARB No. 51”7 {SFAS 160). The Standard
will significantly change the financial accounting and
reporting of noncontrolling {or minority) interests in consol-
idated financial sracements. SFAS 160 is effective as of the
beginning of an enrity’s first fiscal year that begins after
December 15, 2008, with early adoption prohibited. The
Company does not expect the implementarion of SFAS 160
to have a material impact on its consolidated financial
statements,

In September 2006, the Emerging [ssues Task Force
(EITF) issued EITF 06-4, “Accounting for Deferred
Compensation and Postretirement Benefit Aspects of
Endorsement Split-Dollar Life Insurance Arrangements.”
This consensus concludes that for a split-dollar life insur-
ance arrangement within the scope of this Issue, an
employer should recognize a liability for future benefits in
accordance with SFAS 106 (if, in substance, a postretire-
ment benefit plan exists) or APB Opinion No. 12 (if the
arrangement is, in substance, an individual deferred com-
pensation contract) based on the substantive agreement
with the employce. The consensus is effective for fiscal
years beginning after December 15, 2007, with early appli-
cation permitted. The Company is evaluating the effect
that EITF 06-4 will have on its consolidated financial state-
ments when implemented.

In November 2006, the EITF issued "Accounting for
Collateral Assignment Split-Dollar Life Insurance
Arrangements” (EITF 06-10). In this Issue, a consensus
was reached that an employer should recognize a liahility

for the postretirement benefit related to a collateral assign-
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ment split-dollar life insurance arrangement in accordance
with either SFAS 106 or APB Opinion No. 12, as appropri-
ate, if the employer has agreed to maintain a life insurance
policy during the employee's retirement or provide the
employee with a death benefit based on the substantive
agreement with the employee. A consensus also was
reached that an employer should recognize and measure an
asset based on the nature and substance of the collateral
assignment split-dollar life insurance arrangement. The
consensuses are effective for fiscal years beginning after
December 15, 2007, including interim periods within those
fiscal years, with carly application permitted. The Company
is evaluating the effect that EITF 06-10 will have on its
consolidated financial statements when implemented.

In November 2007, the Securities and Exchange
Commission (SEC) issued Staff Accounting Bulletin No.
109, “Written Loan Commitments Recorded at Fair Value
Through Earnings” (SAB 109). SAB 109 expresses the cur-
rent view of the staff that the expected ner future cash flows
related to the associated servicing of the loan should be _
included in the measurement of all written loan commir- 35
ments that are accounted for at fair value through earnings.
SEC registrants are expected to apply the views in Question
I of SAB 109 on a prospective basis to derivative loan com-
mitments issued or modified in fiscal quarters beginning
after December 15, 2007. The Company does not expect
the implementation of SAB 109 to have a marterial impact
on its consolidated financial statements.

In December 2007, the SEC issued Staff Accounring
Bulletin No. 110, “Use of a Simplified Method in
Developing Expected Term of Share Options” (SAB 110).
SAB 110 expresses the current view of the staff that it will
accept a company’s election to use the simplified methed
discussed in SAB 107 for estimating the expected term of
“plain vanilla” share options regardless of whether the com-
pany has sufficient information to make more refined esti-
mates. The staff noted that it understands that detailed
information about employee exercise patterns may not be
widely available by December 31, 2007, Accordingly, the
staff will continue to accept, under certain circumstances,
the use of the simplified method beyond December 31,
2007. The Company does not expect the implementation of
SAB 110 to have a material impact on its consolidated

financial statements.
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Derivative financial instruments: All derivatives are r:ecog—
nized on the balance sheet at their fair value as an asset or
liability. On the date the derivative contract is entered into,
the Company may designate the derivative as a hedgeiof a
forecasted transaction or of the variability of cash flows to be
received or paid related to a recognized asset or liability i.e.,
“cash flow"” hedge. Changes in the fair value of a derivative
whose terms mirror all aspects of the hedged instrume:nt, and
thar has been determined to have no ineffectiveness, :;md that
is designated and qualifies as, a cash-flow hedge are re"corded
in other comprehensive income. Earnings are affected by the
variability of cash flows {e.g., when periodic settlements on a
variable-rate asset or liability are recorded in earnings?.

F

[NOTE 2| SECURITIES !

continued

At December 31, 2007 and 2006, the Company’s only deriva-
tive financial instrument consisted of a $5,000,000 notional
interest-rate swap agreement used to effectively convert the
Company’s 35,000,000 floating-rate trust preferred debt
incurred in 2003, from a variable rate to fixed rate. The
Company has subsequently determined that the terms of the
hedged instrument were not mirrored in the swap, as required
by SFAS 133. Accordingly, the Company has removed hedge
accounting treatment retrospectively to the inception of the
swap. The impact of this correction is not material to the

Company's consolidated financial statements.

Carrying amounts and approximate market values of securities available for sale are as follows:

December 31, 2007

Amor[izeLl Cost

Gross Gross

Approximate
Unrealized Gains Unrealized Losses

Market Value

U. S. government agencies

and corporations $ 93,960,245
Bank eligible preferred and equities 20,677,767
Mortgage-backed securities 8,478,938
Corporate and orher debt 42,783,100
States and political subdivisions 12,667,107

$ 685,835 $ (719,790) $ 93,926,290
26,338 (4,649,856) 16,054,249
14,774 (464,994) 8,028,718

420,760 {2,392,603) 40,811,257
110,156 (36,707) 12,740,556

$ 178,567,157

$ 1,257,863 $ (8,263,950) $ 171,561,070

!

December 31, 2006

{

]
Amortized Cost

Gross Gross

Approximate
Unrealized Gains Unrealized Losses

Market Value

U. 5. povernmenr agencies

and corporations $ 8i,4:42.551 $ 33,928 $ (1,554,741) $ 79,921,738
Bank eligible preferred and equiries 19,967,296 117,233 (1,087,111) 18,997,418
Mortgage-backed securities 9,310,083 8,153 (180,986) 9,137,250
Corporate and other debr 36,375,834 470,920 (384,815) 36,461,939
States and political subdivisions 12,678,070 121,854 (64,496) 12,735,428

$ 159,773,834 $ 752,088 $ (3,272,149) $ 157,253,773

The amortized cost and approximate market valL‘le of
securities available for sale at December 31, 2007 by con-
tractual maturity are shown below. Maturities me{ny differ
from contractual maturities in mortgage-backed securities
because the mortgages underlying the securities may be
called or repaid without any penalties. Thereforel, these
securities are not included in the maturity categories in
the following maturity summary. Additionally, m!any of
the U. S. government agency securities held have one-
time, semiannual, quarterly, or continuous call provisions
that allow the agency to redeem the debt substantially in

advance of the contractual maturity. ‘
i

l

Amortized Approximate

Cost Market Value

Due in one year or less $ 6,837,513 $ 6,775,957
Due after one year through five years 16,178,637 16,018,677
Due after five years through ten years 40,107,038 39,885,353
Due after ten years 86,287,264 84,798,116
Bank eligible preferred and equities 20,677,767 16,054,249
Morrgage-backed securities 8,418,938 8,028,718

$178,567,157 $171,561,070

Gross gains of $200,654, $222,726 and $659,045 were
realized on sales and redemptions of securities available for
sale in 2007, 2006 and 2005, respectively. Gross losses of
$91,106, $41,245 and $278,193 were realized on the sale of
securities available for sale in 2007, 2006 and 2005, respectively.
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December 31, 2007

Securities with unrealized losses were Less than rwelve months Twelve months or longer Total
as follows: Approximate Unrealized Approximate Unrealized Approximate Unrealized
Market Value Losses Market Value Losses Marker Value

Securities Available for Sale
L. 5. government agencies and corporations  § 3,693,120 $ (65,458) $12,407,770 $ (654,332) $ 16,100,890 $ (719,790)
Bank eligible preferred and equiries 10,751,85C (3,301,956) 2,864,600 (1,347,900) 13,616,450 (4,649,856}
Mortgage-backed securities 1,311,762 (4086,799) 4,938,187 (58,195) 6,249,949 (464,994)
Corporarte and other debt 15,568,455 (1,496,277) 10,707,412 (896,326) 26,275,867 (2,392,603}
States and political subdivisions 1,455,903 (29,229) 1,354,876 (7,478) 2,810,779 (36,707)

$32,781,090 $(5,299,719) $ 32,272,845 $(2,964,231) $ 65,053,935 $(8,263,950)

December 31, 2006

Less than twelve months Twelve months or longer Total

Approximate Unrealized Approximate  Unrealized Approximate Unrealized

Market Value Losses Market Value Losses Market Value Losses

Securities Available for Sale
U. 5. government agencies and corporations  $11,988,050  § (212,381)  $55,964,451 $(1,342,360) $67,952,501 $(1,554,741)
Bank eligible preferred and equities 6,035,250 (272,761) 9,120,900 (814,350) 15,156,150  (1,087,111)
Mortgage-backed securities — — 7,723,163 (180,986) 7,723,163 (180,986)
Corporate and other debt 1,021,774 (5,937) 16,182,060 (378,878) 17,203,834 (384.815)
States and political subdivisions 887,079 (26,018} 3,712,284 (38,478) 4,599,363 (64,496)
$19932,153 $ (517,097) $92,702,858 $(2,755,052) $112,635,011 $(3,272,149)

Changes in market interest rates and changes in credit
spreads may result in temporary impairment or unrealized
losses, as the fair value of securities will fluctuate in response
to these market factors. Of the securities in a net unrealized
loss position as of December 31, 2007, the majority of the
unrealized losses pertain to the Bank's portfolio of bank
eligible government agency (FNMA & FHLMC) preferred
stocks, which had gross unrealized losses of $4,649,856 of
the total unrealized losses of $8,263,950. However, the
majority of these securities have been in a loss position for
less than 12 months, and the Company's analysis has con-
cluded that the impairment is temporary, as it is due primarily
to the effect of changing market interest rates and credit
spreads on these fixed rate coupon securities. The Company, as
a long rerm investor, has both the positive intent and ability
to hold these securities until such time as their market value
recovers. Moreover, as a long term investor, these securities
were purchased for their yield (70% of the dividend is not
taxable}. The Company has never sold any of these securities,
and has the capacity to, and positive intention of holding
them for an indefinite period of time. The Company has a
number of corporate debt securities issued by companies
within the financial sector, with investment grade credit
ratings, in other pooled trust preferred securities where the

underlying instruments are commercial banks or insurance
company trust preferred issues. Due to the recent “sub-prime”
and liquidity issues, and the resulting general market unrest,
most all of the financial sector debt instruments have
experienced historical lows in their market value. This is
considered a temporary condition, and the Company
expects prices should return to historical levels over the
next twelve to eighteen months.

The primary relevant factors considered by the Company
in its evaluation to determine if the impairment is other
than temporary are, the relationship of current market
interest rates as compared to the fixed coupon rare of the
securities, credit risk (all the issuers of the securities had
investment grade credit ratings or better at the time the
securities were purchased), the continued ability to main-
tain payment of the dividend or coupon, continuation as a
going concern, adverse market factors, and any other signifi-
cant adverse factors. The compilation of these factors leads
to a determination that if the overall evidence suggests that
the Company can recover substantially all of its basis in the
securities within a reasonable period of time, the impairment
is considered temporary. The Company has determined that
there was no other than temporary impairment associated
with the above securities at December 31, 2007 and 2006.

Carrying amounts and approximate market values of securiries being held to maturity are as follows:

December 31, 2007

Atnortized Cost

Grass Unrealized Gains Gross Unrealized Losses Approx. Market Value

States and political subdivisions $ 6,011,191

$ 139,728 $ {31} $ 6,150,888

December 31, 2006

Amortized Cost

Gross Unrealized Gains Gross Unrealized Losses Approx. Market Value

8,269,965

States and political subdivisions $

$ 180,963 $ — $ 8,450,928
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The amortized cost and approximate market value of secu-
rities being held to maturity at December 31, 200?,‘ by

contractual maturity, are shown below. Apricoximate

Amortized Market

Cost Value
Due in one year or less § 416314 3 i418,293
Due after one year through five years 1,413,327 1,439,799
Due after five years through ten years 2,356,969 2,400,888
Due after ten years 1,824,581 1,891,908

$ 6,011,191 $6,150,888

Available for Sale Securities with an amortized cos% of
$29,880,949 and $8,000,000 and a market value pf
$30,083,760 and $7,790,780, and Held to Maturity
Securities with an amortized cost of $2,004,113 a;nd
$3,121,865 and a market value of $2,063,146 and
$3,198,626 at December 31, 2007 and 2006, respet!:tively,
were pledged as collateral for repurchase agreement bor-
rowings with correspondent banks and public deposits and
for other purposes as required or permitted by law.!

LOANS

Major classifications of loans are summarized as follows:

December 31, 2007 2006
Commercial $ 48,254,914 § 40,683,336
Real estate: '
Mortgage 106,394,103 78,986,039
Home equity 13,863,076 10,795,899
Construction 87,127,000 68,204,002
Bank cards 910,607 '893,973
Installment 9,350,397 8,999,540
265,900,097 208,562,789
Less unearned discount (51,460) 1 (55,593)
265,848,637 208,507,196
Allowance for loan losses (2,912,082) (2,889,496}

$ 262,936,555 $ 209,617,700
|

At December 31, 2007 and 2006, overdraft demancli deposit
accounts totaling $213,761 and $150,112, respectively,
were reclassified as loans. ‘

Loans, net

|
Changes in the allowance for loan losses were as follows:
I

Years Ended December 31, 2007 2006 2005

Balance, beginning $2,889,496 $2917,670 $2,698,622

Provision charged

to operations 180,000 — 203,000
Loans charged off (222,527) (107,442) | {93,702)
Recoveries 65,113 79,268 109,750

Balance, ending $2,912,082 $2,889,496 $2,917,670

continued

valuation allowance, and there was no valuation allowance
or specific reserve for impaired loans. For the years ended
December 31, 2007, 2006 and 2003, the average recorded
investment in impaired loans was $1,906, $0, and $0.
There was no interest income recognized on impaired
loans, nor was any income recognized on a cash basis on
impaired loans for any of the years discussed above.
Non-accruing loans (principally installment, commer-
cial, and mortgage loans) totaled $2,360,794, $736,509,
and $719,915 at December 31, 2007, 2006 and 2005,
respectively, which had the effect of reducing net income
$119,031, $60,578, and $29,141 for the years then ended,
respectively. Loans past due ninety days or more and still
accruing interest amounted to $1,757,544, $263,931, and
$247,161 at December 31, 2007, 2006 and 2003, respectively.

NOTE 4 |BANK PREMISES AND EQUIPMENT

Major classificarions of bank premises and equipment and the
total accumulated depreciation are summarized as follows:

December 31, 2007 2006
Land $ 1,958,738 $ 1,938,738
Buildings and improvements 7,373,968 7,291,882
Furniture and equipment 9,613,991 9,122,506
18,946,697 18,373,126
Less accumulared depreciation 8,594,397 7,781,383
$ 10,352,300 $ 10,591,743

Depreciation expense for the fiscal years ending December 31, 2007,
2006 and 2005 was $849,185, $933,505 and $830,973, respectively.

NOTE 5| INVESTMENT IN BANK OWNED

LIFE INSURANCE

The Bank is owner and designated beneficiary on life
insurance policies in the face amount of approximately
$13,975,810 maintained on certain of its officers and directors.
The earnings from these policies are used to offset increases
in employee benefit costs. The cash surrender value of these
policies of $8,979,830 and $6,051,549 at December 31, 2007
and 2006, respectively, is included in other assets on the
accompanying consolidated balance sheets, and at all times
since purchase has exceeded the original investment.

NOTE 6 [MATURITIES OF TIME DEPQSITS

The scheduled maturities of time deposits at December 31,
2007, are as follows:

|
The Bank had loans classified as impaired at December
31, 2007 and 2006 totaling $697,500 and $C rcsp?ectively.
All of the loans so classified were also concurrently classi-
fied as non-accrual loans. For the years ended December

\
31, 2007 and 2006, there were no impaired loans with a

2008 $121,537,461
2009 39,036,551
2010 26,462,968
2011 23,425,864
2012 16,111,533

$226,574,377
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NOTE 7 |FHLB BORROWINGS

The borrowings from the Federal Home Loan Bank of Atlanta,
Georgia, are secured by qualifying residential and commercial
first mortgage loans, qualifying home equiry loans and certain
specific investment securities. The Company, through its
principal subsidiary, Central Virginia Bank, has available
unused borrowing capacity from the Federal Home Loan
Bank rotaling $3.17 million. The borrowings at December
31, 2007 and 2006, consist of the following:

2007 2006

Interest payable quarterly at a
fixed rate of 2.99%, principal
due and payable on March 17,
2014, callable quarterly on
March 17, 2009

$ 5,000,000 § 5,000,000

Incerest payable quarterly at a
fixed rate of 3.71%, principal
due and payable on November
14, 2013, callable quarterly on
November 14, 2008

5,000,000 5,000,000

Interest payable and adjusts
quarterly to one-month LIBOR
plus 50 basis points, currently
3.87%, principal due and payable
on July 23, 2012, callable only
on July 23, 2007, otherwise

converts to 3.93% fixed rate — 5,000,000

Interest payable and adjusts
quarterly to three-month LIBOR
minus 100 basis points, currently
4.36%, principal due and payable
on july 24, 2017, callable quarterly
beginning July 24, 2008 if not called,

converts to fixed rate of 4.5092% 5,000,000 —_

Interest payable quarterly ar a
fixed rate of 4.57%, principal
due and payable on June 29,
2016, callable quarterly
beginning Seprember 29, 2006

5,000,000 5,000,000

Interest payable quarterly at a
fixed rate of 5.24%, principal
due and payable on June 29, 2011,
callable only on June 30, 2008,

5,000,000 5,000,000

Interest payable quarterly at a
fixed rate of 5.08%, principal due
and payable on June 29, 2009,
callable quarterly beginning
September, 29, 2006

5,000,000 5,000,000

Interest payable quarterly at a
fixed rate of 4.315%, principal
due and payable on August 22,
20186, callable quarterly beginning
August 22, 2007

5,000,000 5,000,000
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2007 2006

Interest payable quarterly at a
fixed rate of 3.82250%, principal
due and payable on November
19, 2012, callable quarterly

beginning August 22, 2007. 10,000,000 —

Overnight daily rate credit
borrowing pre-payable daily
at bank’s opticn, maturity
December 31, 2008, interest
adjusted daily, currenty, 4.40%

as of December 31, 2007. 14,350,000 _—

$ 59,350,000 3 35,000,000

The contractual maturities of FHLB advances as of
December 31, 2007 are as follows (dollars in thousands):

Year Ending December 31

Due in 2008 $ 14,350,000

Due in 2009 5,000,000

Due in 2011 5,000,000

Due in 2012 10,000,000
Thercafter 25,000,000 —

$ 59,350,000 39

NOTE 8 [LONG-TERM DEBT, CAPITAL TRUST

PREFERRED SECURITIES

Capital trust preferred securities represent preferred beneficial
interests in the assets of Central Virginia Bankshares
Statutory Truse I {Trust). The Trust holds approximately
$5,155,000 in floating rate junior subordinated debencures
due December 17, 2033, issued by the Company on December
17, 2003. Distributions on the $5,000,000 in Preferred
Securities are payable quarterly at an annual rare of chree-
month LIBOR plus 2.85% (7.68% and 8.47% at December 31,
2007 and 20086, respectively). However, the Company has
the option to defer distributions for up to five years. Cash
distributions on the Preferred Securities are made to the
extent interest on the debentures is received by the Trust.
In the event of certain changes or amendments to regulatory
requirements or federal tax rules, the Preferred Securities
are redeemable in whole. Otherwise, the Preferred Securities
are generally redeemable by the Company in whole or in
part on or after December 17, 2008, at 100% of the liquida-
tion amount. The Trust’s obligations under the Preferred
Securities are fully and unconditionally guaranteed by the
Company. For regularory purposes, the Preferred Securities are

considered a component of Tier I capital.
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|
INCOME TAX MATTERS |

The Company files income tax returns in the U.S. federal
jurisdiction and the Commonwealth of Virginia. With few
exceptions, the Company is no longer subject to U.S. federal,
state and local income tax examinations by tax autharities
for years prior to 2004. |
The Company adopted the provisions of FIN '48,

Accounting for Uncertainty in Income Taxes, on January 1,
2007 with no impact on the financial statements. The Company
and the Bank file a consolidated federal income tax return.
The consolidated provision for income taxes for the years
ended December 31, 2007, 2006, and 2005, are as foilows:

|

2007 2006 2005
I
$1,204,710 31,699,271 $1;443,501

(158,392)  (60,128) '(38,342)

Currently payable

Deferred provision

$1,046,318 $1,639,143 $1,405,159

[
A reconciliation of the expected income tax expense

computed at 34% to the income tax expense incluclied in

the consolidated statements of income is as follows:

Years Ended December 31, 2007 2006 2005

Computed “expected” '
$ 1,711,910 $2,308,309 5;2.162.511

(212,301) (227,803) (297,606)

tax expense
Tax-exempt interest

Disallowance of interest expense
deduction for the portion !
attributable to carrying ‘ {
30,763 29,168 | 29,198

(246,946) (257,229) (260,861)

tax-exempt obligations
Dividends received deduction

Increase in cash value of '

life insurance (68,473) (40,1653 ’ (53,315)

Tax credits from limited
|

{159,355) (159,355) (159,355)
(9,280) (13,782) | (15,413}
$ 1,046,318 $1,639,143 1,405,159

|
|

partnership investment

Other

continued

The components of the net deferred tax asset included in

other assets are as follows at December 31:
2007 2006

Deferred tax assets:

Allowance for loan losses $ 932,870 § 925,191

Less valuation allowance (233,218) (231,298)
699,652 693,893

Unrealized loss on securities
available for sale 2,384,557 856,475
Passive loss carryover 30,812 11,781
Net deferred loan fees 111,102 79,840
Accrued professional fees 17,142 18,138
Accrued supplemental retirement expense 448,425 330,907
Reserve for uncollectible late charges 5,100 2,980
Interest income on nonaccrual loans 28,075 9,276
3,724,865 2,003,290

Deferred tax liabilities:

Property and equipment 265,325 255,083
Gain on interest rate swap agreement — 53,867

Cumulative increase in cash
surrender value 254,983 200,925
Limited partnership investment 6,301 —
Other investments 120,717 102,350
647,326 612,225

$3,077,539 $1,391,065

NOTE 10 |[DEFINED CONTRIBUTION PLAN

The Bank provides a qualified defined contribution plan for
all eligible full-time and part-time employees. The plan is
governed by ERISA and the plan document. The plan is
administered through the Virginia Bankers Association
Benefits Carporation and may be amended or terminated by
the Board of Directors at any time. The defined contribution
plan is comprised of two components, Profit-Sharing and the
401K. Once eligible and participating, employees are 100
percent vested in all employer and employee contributions.

Net deferred tax asset

Profit-Sharing: This portion of the plan is discretionary
and is based on the profitability of the Company on an
annual basis. The Board of Directors approves the Company’s
profit-sharing percentage contribution annually. The
approved contribution amount is credited to the participant’s
individual account during the first quarter of each year for
the prior year. Contributions for 2007, 2006, and 2005
represented 7.0 percent, 6.0 percent, and 9.0 percent,
respectively of all participants' eligible wages.

401K: This portion of the plan provides for employee
contributions of a portion of their eligible wages on a
pre-tax basis subject to statutory limitations. The Bank
provides a matching contribution of $1.00 for every $1.00
the participant contributes up to 3 percent of the partici-
pant’s eligible wages and $.50 for every $1.00 concributed
of the next 2 percent of their eligible wages.

The total contributions to both of the above plans for
the years ended December 31, 2007, 2006, and 2005, were
$503,896, $399,936, and $472,632, respectively.




cantinued

NOTE 11 |SUPPLEMENTAL EXECUTIVE
RETIREMENT AGREEMENTS

During the year ended December 31, 2002, the Bank estab-
lished a Supplemental Executive Retirement Plan, (the
“SERP"), a nonqualified, unfunded, defined benefit arrange-
ment for selected executive and senior officers of the Bank
as designated by the Board of Directors. The participants in
the SERP include the four executive officers as well as six other
senior officers. The costs associated with this plan, as well as
several other general employee benefit plans are partiatly offset
by carnings attributable to the Bank’s purchase of single
premium Bank Owned Life Insurance ("BOLI"). The SERP
provides an annual award equal to 25 percent of the partici-
pant’s final compensation, payable monthly over a 15-year
periexd, following normal retirement at age 63, provided the
participant has been employed by the Bank for a minimum of
8 vears. A further provision exists for early retirement begin-
ning at age 60, subject to the same 8-year service requirement,
but with reduced benefits depending on the number of years
preceding age 65 the participant elects to retire. Should the
participant’s employment terminate due to disability or death,
and the requirements necessary to receive a supplemental
benefit under the SERP have otherwise been met, the benefit
shall be paid ro the participant or the surviving spouse. No
benefits are payable should the participant’s employment
rerminate for any reason other than retirement, disability,
death, or a change in control. The Company calculates the
adequacy of the total accrued SERF liability as well as the
annual expense to be recorded each year.

The accrued liability payable ar December 31, 2007 and
2006 totaled $1,318,898 and $973,2535, respectively. The
Company's expense related to the plan was $345,643, $318,502
and $209,722 for 2007, 2006 and 2005, respectively.

NOTE 12 | COMMITMENTS AND CONTINGENCIES

Financial instruments with off-balance-sheet risk: The
Bank is party to financial instruments with off-balance sheet
risk in the normal course of business to meet the financing
needs of its customers. These financial instruments include
commitments to extend credit and standby letters of credir.
These instruments involve, to varying degrees, elements of
credit risk in excess of the amount recognized in the consoli-
dated balance sheets.

The Bank’s exposure to credit loss in the event of non-
performance by the other party to the financial instrument for
commitments to extend credit and standby letters of credit is
represented by the contractual amount of those instruments.
The Bank uses the same credit policies in making commitments
and conditional obligations as they do for on-balance-sheet

NOTES TGO CONSOLIDATED FINANCIAL S5TMTS,
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instruments. A summary of the Bank's commitments at
December 31, 2007 and 2006 is as follows:

2007 2006
Commirments to extend credit  $ 77,850,208 $80,319,867
Standby letters of credic 4,454,847 2,087,066

$ 82,305,052 382,406,933

Commitments to extend credit are agreements 1o lend to a
customer as long as there is no violation of any condition
established in the contract. Since many of the commitments
are expected to expire without being drawn upan, the wtal
commitment amounts do not necessarily represent future cash
requirements. The Bank evaluates each customer’s credit-
worthiness on a case-by-case basis. The amount of collateral
obtained, if deemed necessary by the Bank upon extension of
credit, is based on management’s credit evaluation of the party.
Collateral held varies, bur may include accounts receivable,
crops, livestock, inventory, property and equipment, residential
real estate, and income-producing commercial properties.
Standby letters of credit are conditional commitments
issued by the Bank to guarantee the performance of a customer
to a third party. Those guarantees are primarily issued to
support public and private borrowing arrangements. The credic
risk involved in issuing letters of credit is essentially the same
as that involved in extending loan facilities to customers.
Collateral held varies as specified above and is required in

instances which the Bank deems necessary.

Borrowing Facilities: The Bank has entered into various
borrowing arrangements with other financial institutions for
federal funds, and other borrowings. The total amount of
borrowing facilities available as of December 31, 2007 total
$120,016,773, of which $40,666,773 remains available to
borrow. The total amount of borrowing facilities at
December 31, 2006, was approximately $120,328,421 with
$85,328,421 available to borrow.

Concentrations of credit risk: All of the Bank’s loans,
comnitments to extend credit, and standby letters of
credit have been granted to customers within the state
and, more specifically, the area surrounding Richmond,
Virginia. The concentrations of credit by type of loan are
set forth in Nate 3. Although the Bank has a diversified
loan portfolio, a substantial portion of its debtors’ ability
to honor their contracts is dependent upon the residential
construction and general real estate sectors of the focal

€Conomy.
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NOTES TO CONSOLIDATED FINANCIAL STMTS.

Central Virginia Bankshares, Inc.

NOTE 13 | RELATED PARTY TRANSACTIONS

The Company’s subsidiary has had, and may be expected
to have in the future, banking transactions in the o‘rdinary
coutse of business with directors, officers, their immediate
families, and affiliated companies in which they are principal
stockholders (commonly referred to as related partie?), all of
which have been, in the opinion of management, on the same
terms, including interest rates and collateral, as those pre-

- . . s
vailing at the time for comparable transactions with others.

(
Aggregate loan transactions with related partics were as follows:

Years Ended December 31, 2007 2006
!
Balance, beginning $ 4,418,606 % 4,236,497
New loans 1,519,218 855,139
Repayments {2,433,017) (673,030)

$ 3,504,807 5 4,418,606

|
[NOTE 14 ] STOCK DIVIDEND |

On June 15, 2006, the Company issued 114,219 shares of
common stock pursuant to a 5% stock dividend for stock-
holders of recard as of May 31, 2006. As a result of the

stock dividend, common stock was increased by $142,??4,

surplus was increased by $3,031,372, and retained earnings

Balance, ending

was decreased by $3,174,146. All references in the accom-
panying consolidated financial statements to the number
of common shares and per-share amounts for prior periods

have been restated to reflece this stock dividend.

NOTE 15 | INCENTIVE STOCK OPTION PLAN |

The Company has a Stock Plan that provides for th!e grant
of Incentive Stock Options up to a maximum of 324,949
shares of common stock of which 157,628 shares have
not been issued. This Plan was adopted to foster and
promote the long-term growth and financial success‘ of the
Company by assisting in recruiting and reraining directors
and key employees by enabling individuals who confribute
significantly to the Company to participate in its future
success and to associate their interests with those of the
Company. The options were granted at the markec value on
the date of cach grant. The maximum term of the options
is ten years. All shares reported have been restated for the
5% stock dividend in 2006. There were no stock options
granted in 2007, 2006, and 2005. :

continued

The following table presents a summary of options
under the Plan at December 31:

2007

Aggregate

Exercise Intrinsic

Shares Price Maluel®)
Qutstanding at beginning of year 65,969  $13.87
Granted — —
Exercised (14,512) 11.42
Forfeited — —

Qustanding at end of year 51,457 1456  $ 256,350

Options exercisable at year-end 51,457 14.56 3 156,350

M The aggregate intrinsic value of a stock option in the table above represents the
total pre-tax intrinsic value (the amount by which the current market value of
the underlying stock exceeds the exercise price of the option) that would have
been received by the vption holders had all option helders exercised their options
on December 31, 2007, This amount changes based on changes in the market
value of the Company's stock.

Information pertaining to options outstanding at December
31, 2007 is as follows:

Options Outstanding Oprions Exercisable

Weighted
Average  Weighted Weighted
Remaining — Average Average
Range of Number  Contractual Exercise Number  Exercise
Exercise Prices  Quistanding Life Price Outstanding  Price
5189 2,341 2.10vyears $ 7.89 2,341 $ 7.89

$11.67-512.10
$15.97-526.04

33,613 1.61 years $11.73
15,503  5.60 years $21.70

33,613 51173
15,503  $21.70

The toral intrinsic value of options exercised was $171,339

in 2007 and $138,635 in 2006.

NOTE 16 |EARNINGS PER SHARE

The following data show the amounts used in computing
earnings per share and the effect on income and the weighted
average number of shares of dilutive potential common stock.
Years Ended December 31, 2007 2006 2005

Income available to

common stockhaolders

used in basic EPS $3,988,711 $5,150,002 $4,955,168

Weighted average number
of common shares used

in basic EPS 2,432,152 2,406,768 2,387,711

Effect of dilutive securities: -

28,469 37471 41,621

Stock options

Weighted number of
common shares and
dilutive potential stock
used in diluted EPS 2,460,621

2,444,239 2,429,333

All shares reported have been restated for the 5% stock dividend
in 2006. Stock options for 8,827 shares of common stock were
not considered in computing diluted earnings per common
share for 2007, because they were antidilutive. There were no
option shares considered antidilutive for 2006 and 2005.




continued

NOTE 17 |REGULATORY MATTERS

The Company and Bank are subject to various regulatary
capital requirements administered by its primary federal
regulator, the Federal Reserve Bank. Failure to meet mini-
mum capital requirements can initiate certain mandatory, and
possibly, additional discretionary actions by regulators that, if
undertaken, could have a direct material effect on the Company’s
financial statements. Under capital adequacy guidelines and
the regulatory framework for prompt corrective action, the
Company and subsidiary must meet specific capital guidelines
that involve quantitative measures of the Company’s assets,
liabilities, and certain off-balance sheet items as calculated
under regularory accounting practices. The Company's capital
amounts and classification are also subject to qualitative
judgments by the regulators about components, risk weight-
ings, and other factors. Prompt corrective action provisions

are not applicable to bank holding companies.

NOTES TO CONSOLIDATED FINANCIAL STMTS.,

Central Virginia Bankshares, Inc.

Quantitative measures established by regulation to
ensure capital adequacy require the Company to maintain
minimum amoeunts and ratios as set forth in the table
below of total and Tier I capital as defined in the regula-
tions to risk-weighted assets as defined, and of Tier |
capital as defined o average assets as defined. Management
believes, as of December 31, 2007, that the Company
and subsidiary meet all capital adequacy requirements
to which it is subject.

As of December 31, 2007, the most recent notification
from the Federal Reserve Bank categorized the Bank as
well capitalized under the regulatory framework for
prompt corrective action. To be categorized as well
capitalized, the Bank must maintain minimum total risk-
based, Tier [ risk-based, and Tier I leverage ratios as set
forth in the table. There are no conditions or events since
that notification that management believes have changed
the institution’s category.

To Be Well Capiralized

For Capiral Under Prompt Corrective .
Actual Adequacy Purposes Action Provisions 43
Amount Ratio Amount Ratio Amount Ratio
Dollars in Thousands
As of December 31, 2007:
Total Capital (to Risk Weighted Assets)
Consolidated $49,272 13.52% $ 29,155 8.00% N/A N/A
Central Virginia Bank 47,902 13.16% 29,119 8.00% 36,398 10.00%
Tier | Capital {to Risk Weighted Assets)
Consolidated 46,360 12.72% 14,577 4.00% N/A N/A
Central Virginia Bank 44,990 12.36% 14,559 4.00% 21,839 6.00%
Tier I Capital (to Average Assets)
Consolidated 46,360 9.73% 19,055 4.00% N/A N/A
Central Virginia Bank 44,990 9.47% 19,008 4.00% 23,760 5.00%
As of December 31, 2006:
Total Capital (to Risk Weighted Assets}
Consolidated $46,498  15.34% $24,244 8.00% N/A N/A
Central Virginia Bank 45,568  15.06% 24,203 8.00% $ 30,253 10.00%
Tier I Capital (to Risk Weighted Assets)
Consolidated 43,609  14.39% 12,122 4.00% N/A N/A
Central Virginia Bank 42679  14.11% 12,101 4.00% 18,152 6.00%
Tier I Capital (to Average Assets)
Consolidated 43,609 10.65% 16,383 4.00% N/A N/A
Central Virginia Bank 42679  10.02% 17,040 4.00% 21,300 5.00%

Banking laws and regulations limit the amount of dividends
that may be paid without prior approval of the Bank's

regulatory agency. Under that limitation, the Bank could

have declared additional dividends of approximately
$10,608,123 or 28.8% of shareholder's equity in 2007
without regulatory approval.
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NOTES TO CONSOLIDATED FINANCIAL STMTS.

Cenrral Virginia Bankshares, Inc. .

[NOTE 18| FAIR VALUE OF FINANCIAL INSTRUMENTS

SFAS Statement No. 107, “Disclosures about Fair Value of
Financial Instruments,” requires disclosure of fair value irfforma-
tion about financial instruments, whether or not recogtli%f:d in
the balance sheet, for which it is practicable to estimate t}lat
value. In cases where quoted market prices are not available, fair
values are based on estimates using present value or other valua-
tion techniques. Those technigues are significantly affcctt:ed by
the assumprtions used, including the discount rate and estimates
of fucure cash flows. In that regard, the derived fair value|esti-
mates cannot be substantiated by comparison to indepcnfiient
markets and, in many cases, could not be realized in immediate
serrlement of the instrument. Statement 107 excludes certain
financial instruments and all non-financial instruments frgm its
disclosure requirements. Accordingly, the aggregate fair value
amounts presented do not represent the underlying value of the
Company and subsidiary. |

The following methods and assumptions were used bly the
Company and subsidiary in estimating the fair value of financial
instruments: |

Cash and cash equivalents: The carrying amounts reporred
in the balance sheet for cash and short-term instruments
approximate their fair values. I

Investment securities (including mortgage-backed securities):
Fair values for investment securitics are based on quoted mar-
ket prices, where available. If quoted market prices are not
available, fair values are based on quoted markert prices of
comparable instruments. !

Loans held for sale: The carrying amount of loans held for
|

sale approximate their fair values. ‘

contirued

Loans receivable: For variable-rate loans that reprice frequently
and with no significant change in credit risk, fair values are
based on carrying values. The fair values for other loans are
determined using estimated future cash flows, discounrted at
the interest rates currently being offered for loans with similar
terms to borrowers with similar credit quality.

Accrued interest receivable and accruced interest payable:
The carrying amounts of accrued interest receivable and
accrued interest payable approximate their fair values.

Deposit liabilities: The fair values of demand deposits equal
their carrying amounts which represents the amount payable
on demand. The carrying amounts for variable-rate fixed-term
money market accounts and certificates of deposit approximate
their fair values at the reporting date. Fair values for fixed-
rate certificates of deposit are estimated using a discounted
cash flow calculation that applies interest rates currently
being offered on cerrificates to a schedule of aggregated
expected maturities on time deposits.

Federal funds purchased and sccurities sold under repurchase
agreements: The carrying amounts for federal funds
purchased and securities sold under repurchase agreements
approximate their fair values.

FHLB horrowings: The carrying amount of FHLB borrowings
approximate their fair values.

Capital trust preferred securities: The carrying amount of the
capital trust preferred securities approximates their fair values.

The following is a summary of the carrying amounts and
estimated fair values of the Company and Bank’s financial
assets and liabilities ar December 31, 2007 and 2006:

December 31, | 2007 2006
Car:rying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
Financial assers:
Cash and due from banks $ 10,176,944 S 10,176,944 $ 9,563,381 $ 9,563,381
Federal funds sold 186,000 186,000 30,242,000 30,242,000
Securities available for sale 171,561,070 171,561,070 157,253,773 157,253,773
Securities held to marurity 6,011,191 6,150,888 8,269,965 8,450,928
Loans held for sale 2,477,217 2,477,217 192,400 192,400
Loans, net 262,936,555 272,731,655 205,617,700 209,178,700
Accrued interest receivable 3,034,357 3,034,357 2,685,888 2,685,888
Financial liabilities:
Demand and variable rate deposits 132,186,150 132,186,150 138,878,493 138,878,493
Certificates of depaosits 226,574,377 233,412,377 219,114,986 220,826,986
Federal funds purchased and securities
sold under repurchase agreements 22,237,530 22,237,530 64,500 64,500
FHLB borrowings 59,350,000 59,350,000 35,000,000 34,862,000
Capiral truse preferred securities 5,155,000 5,155,000 5,155,000 3,155,000
Accrued interest payable 726,025 726,025 628,941 628,941

Ar December 31, 2007 and 2006, the Company had outstz‘}nding
standby [etters of credit and commitments to extend credit. These

N - .
oft-balance sheet financial inscuments are generally exercisable at

the market rate prevailing at the date the underlying transaction
will be completed, and, therefore, they were deemed to have an
immaterial affect on the current fair market value.
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NOTES TO CONSOLIDATED FINANCIAL STMTS.

Central Virginia Bankshares, Inc.

NOTE 19 | CONDENSED PARENT-ONLY FINANCIAL STATEMENTS

Financial statements for Central Virginia Bankshares, Inc., (not consolidated) are presented below.

BAILANCE SHEETS STATEMENTS OF CASH FLOWS
December 31, 2007 2006 Yeurs Ended December 31, 2007 2006 2005
Assets Cash Flows From Operating
Activities
p 881,548 294,829
Cash > s Net income $3,988,711 $5,150,002 $4,955,168
Investment in subsidiary 40,533,080 41,151,244 . .
o ) Adjustments to reconcile

Securities available for sale 357,850 468,918 net income to net cash

Other AS5CIS 246,606 383. ]39 prnvided by opcra[ing
Total Assets $42,019,084  $42,298,130 activities:

Liabilities & Stockholders Equity

Capiral trust preferred securities $ 5,155,000 $ 5,155,000
Orher liabilities — 57,184
Total Liabilities 5,155,000 5,212,184
Stockholders’ Equity
Common stock 3,058,895 3,024,117
Surplus 14,792,997 14,329,239
Retained ¢arnings 23,633,722 21,396,176
Accumulated other
comprehensive (loss), net (4,621,530) (1,663,586)
Total Stockholders” Equity 36,864,084 37,085,946
Total Liabilities &
Stockholders' Equity $42,019,084  $42,298,13C
STATEMENTS OF INCOME
Years Ended December 31, 2007 2006 2005
Income;
Dividends received
from subsidiary $2,115,000 $ 1,783,500 % 370,000
Equity in undistributed
earnings of subsidiary 2,242,806 3,648,168 4,717,149
Dividend income 32,872 31,687 47962
Net realized gains
on sale of securities
available for sale 3,600 — 86,429
Gain (loss} on swap
valuarion (27,447) (23,962} 126,255
Gain (loss) on sale of assets (1,932) 46,683 —
Income (expense)
On swap agreement 33,177 78,183 (13,167)
Other income 1,375 1,450 —
4,400,051 5,565,709 5,334,628
Expenses:
Operating expenses 188,900 170,389 144,483
Interest expense 414,414 402,867 311,531
803,314 573,256 456,014
Income before
income taxes 3,796,737 4,992,453 4,878,614
Income taxes (benefit) (191,974)  (157,549) (76,5354)
Net income $3,988,711  $5,150,002 §$ 4,955,168

Undistributed earnings
of subsidiary
Amortization of trust

(2,242,806) (3,648,168 (4,717,149)

preferred origination cost 22,500 22,500 22,500
(Gain) loss on valuation
of Swap Agreement 27,447 23,962 (126,255)
Realized (gain) on sales of
securities available for sale {3,600) — (36,429)
Realized (gain} loss on
sale of assets 1,932 {46,683) —
Change in operating
assets and liabilities:
{Increase) decrease in
other assets (57,898) (13426) 130,248
Net cash provided by —
operating activities 1,736,286 1,488,187 178,083 45
Cash Flows From
Investing Activities
Proceeds from sales of
securities available for sale 120,000 — 486,239
Purchase of securities
available for sale (76,875) — —
Proceeds from sale of assets 112,525 106,533 —
Net cash provided by (used in)
investing activities 155,650 106,533 486,239
Cash Flows From
Financing Activities
Net proceeds from issuance
of commaon stock 445948 381,271 444,556
Payment for fractional shares
of common stock — (6,222) —
Dividends paid (1,751,165) (1,689,562) (1.422,057)
Net cash {used in)
financing activities (1,305,217) (1.314,513) (977,501)
Increase {decrcase) in cash 586,719 280,207  (313,182)
Cash, beginning 294,829 14,622 327,804

Cash, ending $881,548 §$ 294,829 $ 14,622

Supplemental Disclosures of
Cash Flow Information

Incerest paid $ 427,261 3418426 §$ 330,645

Supplemental disclosures on
Noncash Investing and
Financing Activities

Unrealized (loss) on
securities available

$ (71,543) § (3,038) $(123,062)

for sale
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i
REPORT OF INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

Central Virginia Bankshares, Inc.

[
[
|
|
|

To the Board of Directors and Stockholders

. e i
Yourt, Hyde & Barbour,pc,  Central Virginia Bankshares, Inc.
Certified Public Accountanis e
and Consultants Powhatan, Virginia t

|
We have audited the consolidated balance sheets of Central Virginia Bankshares, Inc. and subsidiaries as of December 31,
2007 and 2006, and the related consolidated statements of income, changes in stockholders’ equity and cash flows for the
vears ended December 31, 2007, 2006 and 2005. T:hese financial statements are the responsibility of the Company’s

management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the stapdards of the Public Company Accounting Oversight Board (United
States). Those standards require rhar we plan and pérform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatementl. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. IAn audir also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation.

. . . y .
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present faitly, in all material respects, the financial

position of Central Virginia Bankshares, Inc. and subsidiaries as of December 31, 2007 and 2006, and the results of their

operations and their cash flows for the years ended December 31, 2007, 2006, and 20053, in conformity with U.S. generally
1

accepred accounting principles.

We were not engaged to examine management’s assertion about the effectiveness of Central Virginia Bankshares, Inc.’s

|
internal control over financial reporting as of December 31, 2007 included in the accompanying Management’s Annual

Report on Internal Control Over Financial Reporting and, accordingly, we do not express an opinion thereon.

W%,& VAADIINY = '1

Winchester, Virginia |
March 31, 2008 .




COMMON STOCK

Central Virginia Bankshares, Inc common stock trades on
the Nasdaq Stock Marker™ under the symbol “CVBK”.
As of March 28, 2008, the Company had approximately

792 shareholders of record.

CORPORATE INFORMATION

Central Virginia Bankshares, Inc.

The following table shows dividends paid and the high

and low trade prices by quarter for the past two years

according to Nasdag.

2007 2006 2005

High Low Dividends High Low Dividends High [ow  Dividends

Trade Trade Paid Trade Trade Paid Trade Trade Paid
First Quarter $2749 $2545 $.18 $21.14  $2554 $.17 $2762  $2429 §.145
Second Quarter 26.14 21.75 .18 30.19 25.27 .18 29.52 23.99 16
Third Quarter 23,04 17.99 A8 21.70 25.1C .18 29.29 24.30 16
Fourth Quarter 20.37 17.00 .18 28.50 25.66 18 27.83 25.52 16
Stock Transfer Agent Independent Accountants Corporate Office Legal Counsel
Registrar and Transfer Co. Yount, Hyde & Barbour, PC. 2036 New Dorset Road Williams, Mullen, Clark & Dobbins

10 Commerce Drive
Cranford, NJ 07016

Certified Public Accountants
Winchester, Va.

Powhatan, Va. 23139
(804) 403-2000

Richmond, Va.

Web Site

www.centralvabank.com

Form 10-K A Copy of Form 10-K, including financial statement schedudes, as filed with the Securities and Exchange Commussion will
be fumished without charge upon written request.

CORPORATE
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Lisa A. Renforth
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47




DIRECTORS & OFFlCERéS

Central Virginia Bankshares, Inc.

BOARD OF DIRECTORS ‘

Left wo right: Ralph Larry Lyons, Roseleen B Rick, John B. Larus, Kemper W Baker, Jv, Elwood C. May, Jumes T. Napier, Phocbe B Zamegar, W. C. Sprouse, Jr.

DIRECTORS John lB Larus Roseleen P Rick
ChL"tirman Emeritus Auorney, Troutman Sanders, LLP
48 . !

James T. Napier Kemper W. Baker, Jr. W. C. Sprouse, Jr.
Chuirman of the Board RelF:'rcd Vice President, President, E. B. Sprouse Co. & Cumberland
President, Napier, Realtors ERA Federal Reserve Bank of Richmond Building Supply, Inc.

Ralph Larry Lyons Elwood C. May Phoebe P. Zarnegar I
Vice-Chairmun of the Board ‘ Ouiner/Operator, Principal, Farrell & Zarnegar,
President & CEQ, Central Virginia Bank Fiat Rock Hardware Certified Public Accountants

IN MEMORIAM
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